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THE PRODUCTION MANAGER’S PROBLEMS 


H. Apcock 


(A lecture to members of the Australasian Institute of Cost Accountants, 
Victorian Division) 


The last time I had the pleasure of ad- 
dressing a body of your members was 
about five years ago, when I was speaking 
on mechanised accounting. I said then, ‘‘I 
ean talk to you for about an hour and a 
half if you like; on the other hand, I can 
talk for twenty minutes and then show you 
a film on the wool industry.’’ Being sen- 
sible people, they chose the latter arrange- 
ments; but unfortunately to-night I have 
© no films to show you. However, I have 
| widened the scope of my talk a little, and 
in my own mind I have classified it as 
“Industry’s Problems in this Period of 
Rising Costs.’’ 

(a) Most of to-day’s problems are asso- 
ciated directly or indirectly with rising 


(b) Most of to-day’s problems affect the 
production manager. 
| Therefore, I propose to deal with the 
' problems as a whole and let you find the 
answers. 

There have been very marked changes in 
trading conditions, affecting different in- 
dustries in varying degrees. To some ex- 
tent, I think that they affect most indus- 
tries, if we exclude industries connected 
with housing and some of the heavier in- 
dustries. Let us examine the position that 
has existed during the last ten or twelve 
Years. Firstly, it was a seller’s market— 
a3 far as the manufacturer was concerned, 
the cost of an article was not a vital con- 
Mderation. In many cases I have heard 


manufacturers say, ‘‘Why worry about 
cost? The higher the cost, the greater the 
mark-up.’’ The line of least resistance 
was: while you can get your price, don’t 
worry about cost. Then, as to quality : most 
goods during the war and since were in 
very keen demand, and the buyer did not 
place the emphasis on quality that was pre- 
viously asked for. The manufacturer’s out- 
put was very often disposed of as soon as it 
was made. This is a factor arising from 
excessive demand over supply. Late de- 
livery was not a vitally important factor. 
In most industries, delivery within two or 
three months of due date was considered 
fairly good. 

Let us compare these conditions with 
those prevailing at the present time. Apart 
altogether from public buying power, pub- 
lic jitters, and financial restrictions, we 
must ask ourselves: ‘‘Has the post-war de- 
mand or the extraneous demand been 
largely filled?’’ It has had four years to 
eatch up, and if it has been filled these 
conditions are going to come to an end, 
irrespective of whether the public should 
buy or could buy or whether the financial 
restrictions have altered the position. I 
say that in most articles the demand has 
been filled or is nearly filled. What we do 
know to-day is that a buyer’s market now 
exists in most industries. Under these con- 
ditions, cost becomes a vital factor. The 
manufacturer is concerned mainly with his 
competitors’ prices. If the buyer’s market 
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The Production Manager’s Problems—continued 


is keen, a margin between prices can swing 
an order. This is also important when 
taking into consideration overseas condi- 
tions. And it is also important from the 
point of view of the public’s purchasing 
power. 

Let us take some measuring stick of in- 
flation. I think that the only one that can 
be worked is to compare the hours a man 
has to work to buy a shirt with the hours 
he had to work before the war. To-day he 
has to work six hours to buy a shirt, 
eighty hours to buy a suit, and two hours 
to pay a month’s gas bill. 

Apart from cost, quality has become a 
very important consideration. Under to- 
day’s changed conditions, there is the 
added factor that in industries where there 
is a seasonal demand, such as clothing, 
heating appliances, etc., buyers of those 
products are now only prepared to accept 
delivery in the due season. The manufac- 
turer is faced with the problem of making 
his goods and delivering them in season, 
and then the question of delivery dates 
arises. In the wool industry, this particu- 
lar question has become a vital one, as the 
market is unstable and deliveries after due 
date are being cancelled. 

So there are the manufacturer’s prob- 
lems as they have arisen in the last six 
months. Manufacturers are finding it 
necessary to change their whole outlook. 


Financial Problems 


These are largely wrapped up with the 
change in conditions. They are :— 

(1) The necessity of financing larger 
stocks of imported raw materials due to 
delays in shipment and slower shipment. 

(2) Financing larger stocks of finished 
goods due to the return to seasonal trading. 

(3) Cost of financing greater wages. 
All expenses are primarily wages, apart 
from production, if you follow them back 
to their original source, the only exception 
being the value of minerals as they are 
found in the ground. So that an increase 
in the basic wage does not only apply to 
your production wages, but applies to 
every othér expense connected with busi- 
ness. 

(4) Another financial problem is the re- 
placement of worn-out or obsolete plant. 
Most firms have been replacing a little 
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plant on a rising market, and now a lot of 
replacement is due if a firm is going to 
establish itself as a manufacturing com- 
pany. 

(5) Another manufacturer’s problem 
arises out of the customer’s own financial 
problems, in so much as they affect his 
settlement. There are a lot of houses to- 
day who are overdue with their accounts, 

These are the main financial problems, 
and all industries will be affected as a re. 
sult of conditions. 


Central Bank Policy and 
Capital Issue Control 


One of the fundamentals of the central 
bank’s advance policy is that overdraft ac- 
commodation should be limited in total to 
the difference between the highest point 
and the lowest point of the overdraft, and 
that any further funds required should be 
found outside the banking system. As any 
such further funds cannot be found at all 
by large companies without the consent of 
the Capital Issues Board, they appear to 
be entirely dependent upon the dictates of 
these two bodies. Companies not requiring 
higher overdraft limits may possibly not be 
worried by this policy, but the position of 
a company which, because of changed cir- 
cumstances, requires more accommodation, 
could be very difficult indeed. 


If we consider that, because of changed 
trading conditions, and despite every effort 
to conserve working capital, a manufae- 
turer may have to find additional money 
to finance larger stocks which have become 
necessary to sustain a given output, then 
we must also consider that if he cannot 
obtain that extra money he must necessar- 
ily reduce his output, whether the goods he 
produces are badly needed by the public 
or not. Reduced output means higher cost, 
so that the effect would be, firstly, a 
scarcity in wanted goods, which would not 
help in retarding inflation; secondly, 
higher cost, resulting in higher prices to 
the public, which would accelerate infla- 
tion and make the Australian manufac 
turer more vulnerable to overseas competi 
tion ; thirdly, the loss of skilled operatives. 


It does not follow, because a particular 
manufacturer has ample working capital 
himself, that he will be free of embarrass- 
ment. He may be relying for the supply of 
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raw materials, or even packaging 
materials, on another manufacturer who 
has been forced to curtail his output. 

This combination of central bank policy 
and capital issues control, I think, could 
start something which could easily snow- 
ball into the reverse of inflation. I do not 
think it will; I think that the authorities 
will have to ease up on this overdraft con- 
trol and capital issues control, but they 
are liable to do a lot of damage before they 
do, and, as you know, once a bad influence 
is set in motion it takes a lot of good in- 
fluence to arrest it. 

Another problem is price control. You 
will all realise that any manufacturer must 
be allowed to earn a reasonable profit on 
the funds employed. The prices people 
rely on last year’s balance sheet. In most 
eases it is a history of a period commencing 
seventeen months ago, and finishing five 
months ago, and that is their measuring 
stick. Look at balance-sheet profits. They 
look good on paper—perhaps record profits 
—but are they really good profits under 
to-day’s conditions if we weigh up cost of 
replacement of plant and trading risks 
associated with any period of inflation in 
any industry? I feel that unless this coun- 
try is going fully socialist, industry must 
accumulate reserves to remain healthy. I 
have no doubt in my mind that balance 
sheets are not particularly good when 
viewed in conjunction with conditions per- 
taining to-day. 

Getting back to the manufacturer’s 
domestic problems, the changed conditions 
that I have referred to call for certain 
things :— 

(1) The highest possible standard of 
quality. 

(2) Keeping of costs down to a mini- 
mum, 

(3) Junior labour. One of the manu- 
facturer’s biggest problems is the question 
of junior labour. Little or no junior labour 
8 going into industry to-day except in 
country areas. A lot of operations can 
only be performed satisfactorily by a 
junior or by a person who has been trained 
in the industry as a junior. There have 
been no juniors to speak of going into in- 
dustry in the past ten years, and this has a 
direct bearing on cost and quality, as adult 
labour raises cost and reduces standard. 
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(4) Delivery on time. 

I think all those things add up to pro- 
duction control, whether to budget, 
schedule, programme, or estimate. 

The scope and aims of production con- 
trol vary, of course, in every industry. But 
it is within the scope of all production con- 
trol to collate orders over lines, materials 
required, man-hours required, and delivery 
requirements; then to plan the intake of 
materials required to cover production; to 
allot man-hours to enable delivery dates to 
be given and adhered to and to reduce to 
a minimum waste time in changing over 
machines; to aim for a level flow of pro- 
duction and to provide quickly vital in- 
formation. 

The most ready means of getting price 
information should be from the costing 
system. 

This question of material used in stocks 
is going to become a most vital factor if 
the present control on finance remains. In 
the old days, manufacturers very often 
had a system of maximum and minimum 
stocks, @nd relied on issues. When an issue 
was made, the stocks were checked and 
brought back to the maximum and mini- 
mum figures. But this system is unwieldy 
under to-day’s conditions, when com- 
modity prices are altering say five per cent 
in a fortnight, and it seems to me that the 
costing system, suitably adapted, might 
provide this information much quicker. 
Possibly, instead of going on the basis of 
issue of raw materials, stocks should be 
built on the basis of the overall raw 
material stocks either existent or committed 
for in the organisation. In other words, in- 
stead of recording your bulk stock and 
checking the bulk stocks, if you once get 
your total stock in the hands of the manu- 
facturer and line up against that the 
material content of orders taken according 
to your material standards and material 
lost in production according to the same 
standards, you might have a very much 
more effective material control than on the 
old basis. 

Emphasis must be given, too, to material 
wastage. This is a vital factor, both from 
the point of view of cost and of material 
requirements. That is another thing: the 
costing system should be very well adapted 
to providing this information on material 
wastage very quickly. 
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It should also have the information to 
give the quickest and most accurate reports 
on operations performed. That particular 
information can be very vital to the pro- 
duction man in forestalling bottlenecks in 
production. If information can be given in 
tabulated form, then the production man 
ean put his finger on bottlenecks quickly. 
I do not think the costing system can do 
much to eliminate bottlenecks, but it can 
do much to track them down. 


Bottlenecks arise from :— 

(1) Slip-up on delivery of raw 
materials. This is beyond the control of 
the manufacturer or the production man, 
providing he has covered himself for the 
supply of raw materials, and a good pro- 
duction man should be able to swing some- 
thing over to cover up. 

(2) Absenteeism amongst _ specialised 
labour. It is impossible to have staff where 
most of the people can do most of the 
operations. It is not possible from the em- 
ployer’s point of view nor the employees. 
Absenteeism is a common cause of bottle- 
necks which, if they are not spotted im- 
mediately, can cause trouble right down 
the line. And, particularly on this aspect, 
the quantity of each operation performed 
should be in the hands of the production 
man fairly quickly to ease his job. 

(3) Another cause of bottlenecks is 
machinery breakdown. 

One of the big causes of bottlenecks re- 
cently has been the fuel and power factor. 
Power cuts we have had have not been as 
bad as we imagined they would be, but 
they have had an effect on output and 
costs. The effect on costs arises particu- 
larly when manufacturers have to shift 
part of their production from day shift to 
night shift to keep within the power per- 
mitted, and the cost accountant is the man 
to supply estimates of what increases in 
costs would take place under these condi- 
tions. 

The production manager, when regu- 
lating production according to supply 
of current available, has got to know 
the units of power consumed in the various 
sections of his factory, and he has to 
ration the power over different sections to 
avoid the creation of bottlenecks and to 
ensure the steady flow of production 
through to the finished goods. 
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On the fuel question, where steam is 
used for processing or heating or both, a 
factor that is often overlooked is that heat- 
ing is very often essential to the efficient 
working of machinery, and when there is a 
fuel shortage the steam that is available 
has to be rationed on an overall basis 
between heating and processing. That is 
necessary, once again, to avoid bottlenecks 
and idle time. 


On the question of costing steam, what 
the management wants to know is the cost 
of steam per lb., and I think it would nor- 
mally be spread over fuel, fuel handling 
costs, wages, and overheads. They might 
want to know, in the event of a fuel short- 
age, what would be the variation in cost of 
a lower output or on a substitute fuel, and 
also the effect of these variations on pro- 
duction costs. 


These remarks briefly cover my thoughts 
on industry’s problems to-day, but there 
are one or two domestic matters which I 
think I might refer to while I am here. 


I think we have to approach any 
organisation to-day from the point of view 
that success of the organisation means suc- 
cess for each member of it, but what is 
probably more important is that the lack 
of success of the organisation means lack 
of success to each executive member of it. 
To-day’s conditions call for a pooling of 
knowledge, information, and thought, and, 
from my experience, I would say that 
many a cost accountant is being frustrated 
in trying to impart knowledge to a pro- 
duction man or technical man, and that 
frustration has stopped him imparting his 
knowledge. In justification of the produe- 
tion man’s attitude, I must say that he is 
very often suspicious of the accountant. 
Over a period of years, accountants have 
managed to build up a reputation for 
themselves that they can make black look 
white and vice versa, and now they have 
to live down that reputation. When 
you meet resistance, do not immediately 
assume that the man is a dumbwit, but 
recognise the fact that he has an in- 
herent suspicion of accountants. 


We come to the way of putting sugges 
tions to the production man—how can you 
win him over? There is the old way of 
letting him imagine he has made the sug- 
gestions himself. This works wonders. 
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Your object must be the pooling of know- 
ledge and ideas, and it doesn’t matter how 
you achieve this. 

" On this question of the technical man 
and the accountant, very often an accoun- 
tant can bring the right answer to a tech- 
nical problem, and, conversely, the tech- 
nical man can either bring the right 
answer to a financial problem or he may 
say something which gives the financial 
man a new lead to work on. There is a lot 
to be gained if the ideas and knowledge of 
the whole organisation can be pooled and 
if you accept the fact that technical men 
are still suspicious of accountants as a 
species, you might be able to overcome this 
in some way of your own, to the benefit of 
your own particular concern and industry 
generally. 

One other thing—from a management 
point of view regarding cost accounting— 
I regard cost accounting as seeking facts, 
and when I say facts I mean nothing else. 
Not only seeking them, but finding them 
and presenting them. Many a time when a 


The Australian Accountant 


377 


cost accountant has made a suggestion or 
put up a theory it has been proved wrong. 
Instead of admitting that, he has gone on 
colouring up figures for six months and 
deprived the management of honest facts 
all that time. That is entirely wrong, and 
defeats the object of an important part of 
business. It is wrong to colour up figures 
to bolster up a recommendation made in 
the past; everyone must admit he is wrong 
occasionally. A cost accountant is dealing, 
to a large extent, with known factors, and 
he should not be wrong on these. But 
whilst he is dealing with unknown factors 
he is thoroughly justified in being wrong 
now and again, and he gains status by ad- 
mitting this straight out rather than go 
on colouring up figures. 

I have done a certain amount of cost ac- 
counting and some management, and know 
both sides of the story, and I make these 
suggestions sincerely to you and really be- 
lieve that, in a lot of cases, industry is not 
getting the benefit out of cost accounting 
that it could get. I hope these suggestions 
will help a little. 


QUESTIONS AND ANSWERS 


QUESTION : 

Mr. Adcock has outlined the harmful 
effect of restriction of finance. Are there 
any beneficial effects ? 


ANSWER: 


This restriction was planned to combat 
inflation, and in principle it probably 
would be effective, but in actual effect it 
ean prove most dangerous to the manufac- 
turer. It would force on them a quicker 
stock turnover. A quick stock turnover 
has been effected in Melbourne and other 
capital cities by the sacrifice of goods, in 
some cases below cost. That of itself is not 
a harmful thing if the people who sacri- 
fice the goods can afford to do it. Un- 
doubtedly it would be financial pressure 
that would make them do that, and if they 
could afford to sacrifice the profit and so 
put their finances in order, well and good. 
The position is different with a manufac- 
turer. To stay in business a manufacturer 
has to keep on manufacturing. Under 
last year’s conditions and the conditions of 
the last ten years, most manufacturers 
were able to sell their stock as soon as they 


made it. Under those conditions, financial 
restriction applied on an overall principle 
would not be very harmful, but certain 
sections of industry are faced with the 
double problem to-day of having to adapt 
their methods very quickly to a return to 
seasonal delivery. That would have been 
quite a strain if there had been no restric- 
tion on overdrafts and capital issues at all, 
but it is now an added strain—and what 
is the manufacturer’s answer to it? 

Let us assume that to do the same 
amount of business he has to carry ap- 
proximately fifty per cent more stock. He 
cannot carry extra stock unless he has extra 
money, and if he cannot carry extra stock 
he must cut production. Generally speak- 
ing, a cut in production means higher 
costs. It does not necessarily mean, under 
all circumstances, higher costs, as you 
might cut your production without in- 
creasing your cost. But when you cut be- 
low a certain figure you are generally 
faced with an unavoidable increase in cost, 
and this position would result in, first of 
all, higher-priced goods and, following the 
eut in production, if the goods are wanted 
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goods, a scarcity of wanted goods. I be- 
lieve that restrictions are not conducive to 
combating inflation. I think the position 
has all the elements of a very serious state 
of affairs. I think that business generally 
is a very delicate and intricate piece of 
mechanism, and any move made by those 
planners who sit in their offices in Can- 
berra can upset that mechanism to a very 
marked degree, and we know of the vicious 
circle of inflation. I think that this finan- 
cial control, not of itself, but in its effect 
that it may have on the minds of the buy- 
ing public generally, could start a vicious 
circle going in the opposite direction of in- 
flation. The public reads of things that are 
happening—dismissals, clearing sales, ete. 
—and, without knowing exactly why, 
imagines that there is something wrong 
and tightens up, and that could start a 
recession which could be a very dangerous 
thing for Australian industry. 


QUESTION : 

Is there any way in your industry where 
you could tell the state of stocks held by 
the trade generally? There is a recession 


in the clothing business, due partly to re- 
sistance and partly to overstocking. Pre- 
war they had some means of pooling infor- 
mation so that they could tell whether the 
market was overstocked. I am a bit doubt- 
ful whether your measurexient of inflation 
was correct. You compared the number of 
hours a man has to work to buy a shirt, 
but wages and production rates in the 
price of a shirt are moving in the same 
line. This basic wage increase is a problem 
we must all face, and one managing direc- 
tor said that he would bet that in two years 
we would be rid of this basic wage quar- 
terly adjustment. Is there any possibility 
of deflation in the near future? 


ANSWER: 

I tried to convey the impression that 
these problems appeared to be moving up 
in some industries. As far as the measur- 
ing stick is concerned, I cannot claim any 
eredit for having originated this, as it has 
been used by politicians and statesmen on 
numerous occasions. After all, that is, to 
my mind, the best measuring stick—how 
many hours a man has to work to buy a 
wanted commodity compared to pre-war. 
On the wider angle, I think the question is 
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one for a conference. It has been suggested 
quite frequently by business people that, 
despite the large increases in the basic 
wage by quarterly adjustment, the public 
has less purchasing power than they 
had a year ago. My private opinion is that 
the public generally—the working man 
with a family —has as much _ purchas- 
ing power as he had a year ago. 
QUESTION : 

The success of an organisation means the 
success of every member of it, and vice 
versa. 1 would like to accept that, but pro- 
duction is encountering inflexibility of 
labour. I have two questions. Firstly, do 
you feel that the time is coming when this 
inflexibility will be a luxury which a lot 
of industries cannot afford and when it 
will be necessary for all to take a turn at 
whatever is necessary? If you agree on 
this, would you say that the companies 
which adopt this policy of flexibility im- 
mediately will have any advantage over 
those companies who wait until the last 
minute? 

ANSWER : 

I can only say there that we all recog- 
nise that the demand for labour has been 
greater than the supply, and that has dic- 
tated the attitude of labour generally to- 
wards its job. If we accept that, we have 
to accept the fact that as jobs become 
a little more valuable, then labour general- 
ly will become a little more amenable and 
flexible. 

QUESTION : 

In connection with the problem of the 
shortage of junior labour, can you give 
some of the reasons for that shortage at 
present and any reference to prospects in 
the future? 


ANSWER: 

This is an interesting problem. There 
has been a demand for junior labour vastly 
in excess of the supply. If the supply of 
junior labour is lagging far behind the de- 
mand for junior labour, obviously junior 
labour gravitates into the most pleasant 
jobs; and, during the war and since, | 
think you will find that the standard of 
junior girls who have gone into office work 
has been more or less below the standard 
set pre-war. In other words, jobs have 
been plentiful and juniors who are not 
equipped to fill those jobs have graduated 
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into the most pleasant available and are 
sitting tight. Girls with a lower standard 
of education, who pre-war would have been 
sales girls, are now in offices, and girls who 
pre-war would have been in industry are 
now sales girls. This has left very few 
available for industry, and those that were 
available could pick and choose, and 
select places where conditions were most 
pleasant or where pay was best or both; 
and this applies also to boys. A large part 
of industry has not had any juniors, either 
male or female, for the last six or eight 
years, and it makes you wonder sometimes 
where industry is heading. As to what 
means industry might take to encourage 
juniors, we have tried lots of ways, such as 
informing headmasters of schools ete., but 
have not had much success. I em inclined 
to think that it is a condition that might 
right itself, but I am sure that I could not 
offer any constructive advice for industry 
to take. 
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QUESTION : 
Is increased production the answer to 
inflation ? 


ANSWER : 

To a large extent, in so far as higher 
production per machine-hour or man-hour 
must result in a lower cost. But I think 
it is more a question of economics than 
business, and I suggest that is the whole 
answer. 


QUESTION : 

The way I look at it, if a manufacturer 
is going to increase production, it is going 
to decrease his cost. But what is the good 
of him increasing production if stores are 
full of material and his increased produc- 
tion is not wanted? 


ANSWER: 

[f you over-industrialise, you are going 
to have casualties, and the one who does 
not recuce cost is going to be one of the 
casualties. 





THE UBIQUITY OF ACCOUNTING 


Next time you feel the urge to get away from it all for an’ afternoon, don’t 
imagine that you can escape by watching professional sport. For professional sport 
is a business, sometimes big business; and, wherever there is business, there also are 
specialized accounting problems. To Australian eyes, one of the most novel of such 
problems is discussed by Alvin C. Hirsch, in the New York Certified Public Accoun- 
tant, June 1951. This is the accounting treatment of contracts in professional base- 
ball. A very interesting problem it is, and by no means unimportant, as is indicated 
by the figures assumed in the hypothetical examples. When as much as $60,000 is 
paid for a player, and after a season or two the contract is sold for, say, $30,000, the 
depreciation problem assumes sizeable proportions and considerable complexities. 
Indeed, it is the subject of specific income tax regulations. Whether the unamortized 
cost of a player’s services is a fixed or a current asset is not explained in the article, 
nor do the standard definitions of these kinds of asset provide much help. Perhaps, 
while the contract retains any value, it might best be described as circulating—round 
the diamond. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


ACCOUNTING AND PRICE-LEVEL CHANGES 


In The Journal of Accountancy, Janu- 
ary, Maurice H. Stans, a member of the 
Committee on Concepts and Standards of 
the American Accounting Association, 
analyzes supplementary statement No. 2 
of the Committee, which dealt with the 
problem of accounting for price-level 
changes. The text of the statement ap- 
peared in The Journal of Accountancy, 
October. It contains a concise statement 
of the arguments for and against change 
from the historical-cost convention, and 
also the Committee’s views as to what is 
desirable in present circumstances. Gen- 
erally, the Committee favoured adherence 
to historical costs for primary financial 
statements to shareholders. It recognized, 
however, that the accounting effects of 
ehanging money value should be the sub- 
ject of intensive research and experimen- 


tation, and advocated the use of compre- 


hensive supplementary statements — for 
both the balance sheet and the income 
statement — which should be reconciled 
with the primary statements. It made the 
point, also, that any measurement of price- 
level changes should be all-inclusive, and 
that for the purposes of such measurement 
a general price index should be used. 
Another analysis of the same statement, 
from a somewhat different standpoint, is 
by Thomas M. Hill, in Accounting Review, 
January. By different processes of reason- 
ing, these two writers reach similar con- 
clusions, namely that the proposals of the 
Committee constitute a practical method 
for dealing with price-level changes. 
Another article on this difficult and ab- 
sorbingly interesting problem is by E. B. 
Palmer, in Accountancy, December and 
January. Beginning with the assumption 
that it is necessary that accounting infor- 
mation should be presented to proprietors 
in such a way that they may assess the true 
results of trading during a period of 
changing price-levels, this writer goes on 
to consider the practical implications. He 
advocates the use of an index number to 
measure real worth in terms of power to 


purchase an average selection of goods 
suitable to investors’ needs, that is to say 
an index based on the cost of an average 
selection of goods bought by investors with 
incomes ranging between £1000 and £1500. 
The article goes on to a detailed working 
out of entries in a cash book, purchase 
book, sales book, and ledgers right up to 
the final statements. 


Another advocate of the use of a general 
price index is T. K. Cowan, whose article 
on inflation accounting in The Accoun- 
tants’ Journal (N.Z.), January, includes 
an example of the comprehensive conver- 
sion of the whole of a balance sheet into 
terms of current purchasing power. 


One of the most controversial aspects of 
accounting for price-level changes is, of 
course, the taxation aspect. In The 
Economic Journal, December, K. Lacey 
discusses the Tucker Report, and the tech- 
nique of adjusting taxable profits for price 
changes. One of the objections raised by 
the Tucker Committee on the Taxation of 
Trading Profits to the proposal that tax- 
able profits should be computed after al- 
lowing for the higher cost of replacing 
fixed assets and stocks was that it would 
involve formidable practical difficulties. 
This article sets out to outline techniques 
which would avoid some of the difficulties 
to which the Committee drew attention. 
The approach is on the assumption that 
profits and other income as now computed 
are overstated, since in the aggregate they 
exceed the current value of goods and ser- 
vices produced, to the extent of the inven- 
tory profits of the year, and the under- 
provision for depreciation, and that this 
overstatement of reported income has 
added to the difficulties of putting a limit 
to inflation. Remedies suggested are: for 
stock, the use of a price-change adjustment 
account, in years of full as well as of rising 
price levels; possibilities are— 

(a) to allow forty per cent of the 


total price-change element 
stocks since December 1939; and 
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Current Problems—continued 
(b) to ignore the earlier years and 
give an allowance for the more re- 
cent inflationary period, say 1950 
and 1951. 


There are practical advantages in favour 
of the second alternative. 


For fixed assets (in respect of which the 
Tucker Committee recommended continu- 
ance of the system of initial allowances, 
which have been suspended in the United 
Kingdom, and are intended to be sus- 
pended in Australia) ‘‘revalorisation’’ of 
annual depreciation allowances by means 
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of indices: allowance depreciation would 
be determined by 
current price index 





the original cost x — 
price index in the year 
of purchase. 


There are, of course, special difficulties if 
the written-down basis of calculating de- 
preciation has been used. 

The article contains also notes on the 
question whether specific or general indices 
should be used : specific indices are thought 
to be suitable for adjustment of stock 
values, and general indices for adjustment 
of fixed-asset values. 


ACCOUNTING AND ECONOMICS 


E. L. Kohler, writing in Accounting 
Review, January, on accounting concepts 
and national income, describes what has 
been, and is being, done in U.S.A. in the 
development of national-income data. The 
article is illustrated by a re-arrangement 
of a table, prepared by the National In- 
come Division, Office of Business Econom- 
ies, U.S. Department of Commerce, of the 
gross national product of U.S.A. in 1949, 
1950, and 1951. It suggests several major 
areas for research by accountants into 
national-income concepts. 

In the same issue of Accounting Review, 
Caleb A. Smith discusses the kind of ac- 
counting course which might be used in 
order to give students concentrating on 
economics the minimum accounting educa- 
tion which is essential for them. Their 
fundamental need is for adequate under- 
standing of the income statement, the sur- 
plus reconciliation statement, and the 
balance sheet, and of the relation of con- 
cepts used in these statements to the con- 
cepts of economic analysis. The writer 
suggests an outline of a satisfactory course, 
beginning with a short, intensive study of 
bookkeeping technique, and ending with a 
study of the business unit from its pub- 
lished statements. 

Alfred Grey, in the same issue of Ac- 
counting Review, urges that steps should 
be taken to bring principles and standards 
of financial accounting and reporting into 
closer conformity with the social and 
economic situation that exists in the world 
to-day. He begins with the concept, which 
he calls the one-economy concept, that each 
business unit is a part of the total econ- 


omy. Acceptance of this concept implies 
that : 

(1) Management must adjust its 
thinking and _ standards of 
measure of the status and pro- 
gress of an enterprise to the per- 
spective of the one-economy con- 
cept. 

The principles and standards of 
accounting and reporting that 
need to be adopted should be of 
such a nature as to make it 
possible to prepare consolidated 
statements for all businesses 
taken together. 
A common ground for economists 
and accountants must be estab- 
lished so that accounting calcula- 
tions of income can be used by 
economists without ‘‘reprocess- 
ing.’’ 
The same ‘‘meaningful income 
dollar’’ should be used in measur- 
ing general economic activity, 
business income, wages, dividends, 
taxes (including income taxes), 
and government revenues and ex- 
penditures. 
The practice of creating and 
maintaining reserves known only 
to the management of an enter- 
prise, but hidden from the rest of 
the economy, should be outlawed. 
He goes on to argue for: preparation of 
financial statements in terms of a common- 
denominator ‘‘dollar’’; broader applica- 
tion of consistency in accounting—extend- 
ing to all businesses as well as to new busi- 
nesses; a critical review of the principles 
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of realization as applied to profit calcula- 
tion; a revised accounting code developed 
through a joint committee of accountants, 
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management, and representatives of the 
general public; and improvement in ac. 
counting terminology. 


MANAGEMENT ACCOUNTING 


John A. Beckett, in the N.A.C.A. Bul- 
letin, December, in an article entitled ‘‘An 
Appraisal of Direct Costing,’’ distin- 
guishes between product costs and period 
costs. Product costs are those which result 
from current productive effort: period 
costs are those which result from the long- 
term presence and availability of produc- 
tive potential. Period costs should be 
charged as expense on profit and loss state- 
ments. Using J. N. Harris’ definition of 
direct cost accounting as ‘‘regular stan- 
dard cost accounting, after an operation 
for chronic appendicitis,’’ the useless ap- 
pendix being under-absorbed or over- 
absorbed factory burden, he goes on to 
state the advantages of direct costing, and 
its effect on inventory and profit deter- 
mination. The conflict between the theory 
of direct costing and principles or dogma 
are examined. The writer expresses the 
need for different costs for different pur- 
poses, and discusses the extent to which 
direct costing serves various purposes. He 
concludes that it has little value in profit 
determination, but much greater value in 
cost control, and in measuring relative ad- 
vantages of various possible courses of 
future action. 


In the same Bulletin, Charles D. Eld- 
ridge examines the complex problem of 
idle machine time. He contends that the 
usual classification of causes such as set-up 
time, lack of materials, lack of manpower, 
lack of work scheduled, lack of proper 
tools, and machine breakdown is insuffici- 
ently detailed, and does not distinguish 
between direct and indirect causes: that is 
to say it does not trace causes to the under- 
lying reasons. 


In the December Bulletin also, Ben C. 
White describes, step by step, the pro- 
eedures for stores accounting in the 
Veterans’ Administration, covering the re- 
ceipt, transfer, and issue of stores. The 
essence of the system is a punched-card 
tub-file system, by which one or more cards 
are punched for each item received, and 


eards are withdrawn as requisitions are re- 
ceived. The tub-file is, thus, a miniature 
warehouse. 

In the December Bulletin, A. A. Kasper 
describes the system of budgetary control 
in the Square D Company’s works. This 
is a concern manufacturing electrical dis- 
tribution equipment and devices, with 
eleven plants in U.S.A. and two outside. 
Its total sales are $50 million a year, and 
the total number of persons employed is 
about 4000. Mr. Kasper states four rules 
for satisfactory operation of a budgetary 
control system : 

(1) Budget control must have the en- 
thusiastic support of manage- 
ment. 

(2) The budgets to be used must be 
validated by the personnel 
charged with the responsibility 
for control. 

(3) There must be a systematic fol- 
low-up of variations from budget. 

(4) There must be recognition of 
good work done in control of vari- 
able expense by department heads 
and foremen. 

Another case study in the December 
Bulletin is an article by H. C. Arnold on 
simplifying the detail side of expense con- 
trol. This describes the system in operation 
in the Eastman Kodak Co., a typical small- 
parts manufacturing and assembly plant, 
with 5000 employees, and seventy fune- 
tional departments with from ten to 400 
employees. The company works on & 
thirteen-month year. Three key forms are 
used: expense budget, showing weekly al- 
lowances at successive production levels; 
weekly expense chart, reporting budget 
performance for departmental labour 
items ; and a periodic report of budget per- 
formance for all expense items. 

Still another case study in the December 
Bulletin is ‘‘Forecast Budgeting for 4 
Multi-plant Operation,’’ by William J. 
Tagtmeier. This describes the system in 
operation in the sixteen factories of the 
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John Deere Co. In addition to the fac- 
tories, there are numerous sales branches. 
The company units employ from 200 to 
8000 apiece, and all are almost completely 
decentralized. Departmental and other 
budgets for control of individual factories 
are under the jurisdiction of the local 
managements. The cash position is, how- 
ever, centrally controlled through weekly 
reports from branches. For capital ex- 
penditure budgets, local managers have a 
limited right of approval for projects 
under $1000, vice-presidents the right of 
approval for projects from $1000 to $5000, 
and an appropriation committee the right 
of approval for projects from $5000 to 
$100,000. For projects over $100,000, ex- 
penditure must be approved by the board. 


Operating budgets in terms of both 
volume and profit are prepared by 
branches, and copies sent to head office. 
Monthly budgetary data is also sent to 
head office. A feature of the monthly re- 
ports is the emphasis on expected or known 
deviations for the entire year, that is to say 
the report shows operating data for the 
current month, operating data for the 
elapsed portion of the year, budget for the 
remaining months of the year, current 
forecast for full year, current forecast 
prepared in the preceding month, and 
original budget for the year. Expense 
budgets are not revised during the year, 
and there are no comparisons of budgeted 
and actual expenses. 


Budgeting as applied to municipal gov- 
ernments is the subject of an article by 
A. Winston Sykes in the December 
Bulletin. This describes the use of budgets 
and standard costs for control of perform- 
ance in municipal authorities. The article 
is illustrated by an example of the use of 
standard costs for the street-cleaning func- 
tion. 


One of the troubles which are upsetting 
manufacturers in Australia at the present 
time is scarcity of material. Evidently 
similar troubles are being faced in U.S.A. 
Arthur P. Roffee, Jun., in the December 
Y.A.C.A. Bulletin, describes the materials- 
conservation programme at the Providence 
base works of the General Electric Co. In- 
tensive efforts are being made, with con- 
siderable success, to economise in the use 
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of materials. Throughout the works a 
search is being made for inactive material 
in the plant, and this material is being dis- 
posed of. Material used is being controlled 
by such devices as quality control, reduc- 
tion of avoidable scrap, strict control over 
the use of material for maintenance and 
over the issue of tools, and through salvage. 
Close study is also being made of the sub- 
stitution of other materials for those which 
are scarce. For example, aluminium is 
being extensively used in place of brass, 
plastic in place of brass or aluminium, and 
eardboard containers in place of wooden 
barrels and boxes. Results achieved have 
been economy in purchasing, more efficient 
manufacturing, the sale of inactive items 
which the customer is glad to get to keep 
his plant operating, and financial benefits 
in the form of conversion of inactive 
materials into cash, the sale of obsolete 
machinery, the keeping of inventories at 
a minimum, and cost reduction. 


In The Cost Accountant, January, there 
is a summary of a lecture on work meas- 
urement given by D. J. Desmond at the 
Summer School of the Institute of Costs 
and Works Accountants, held in Septem- 
ber, and of the discussion thereon. The 
object of the lecture was to give its hearers 
an appreciation of work measurement, 
rather than to inspire them to become 
time-study engineers. Though the article 
was mainly concerned with time-study, it 
was critical of much of the work done by 
**duds’’ who call themselves time-study en- 
gineers, and who are doing a great dis- 
service to the profession. Work measure- 
ment is, of course, wider than time-study. 
It includes also the use of standard data 
based on time study and basic movement 
data such as methods time measurement, 
also based on time study, activity ratio 
studies, and job evaluation. 


The N.A.C.A. Bulletin, December, con- 
tains an interesting research study of what 
is described as a comparatively unde- 
veloped field of cost accounting. This is 
the assignment of non-manufacturing costs 
to territories and other segments. It 
describes the procedures used by some 
seventy companies for assigning non- 
manufacturing costs (advertising, selling, 
order-filling, and administration) to terri- 
tories and certain other segments of the 
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business. The study (Research Series No. 
21) is the last of a series of three studies 
dealing with : 

Assignment of non - manufacturing 
eosts for managerial decisions 
(N.A.C.A. Bulletin, May 1951). 

Application of same methods to pro- 
ducts (N.A.C.A. Bulletin, August 
1951). 

Application of same methods to terri- 
tories (N.A.C.A. Bulletin, Novem- 
ber 1951). 

The survey deals with the objectives of 
assignments, forms of statement, various 
methods of assignment, and analyses other 
than by products and by territories. 


In The Accountant, 12 January, G. C. 
Stone, in an article entitled ‘‘ Budgetary 
Control,’’ refers to the recommendations 
made by the management accounting team, 
which visited U.S.A. in 1951, for the fuller 
use of budgeting and forecasting based on 
accounting and costing data. He goes on to 
discuss the nature and objectives of bud- 
getary control, and to describe the use of 
operating budgets and requirement bud- 
gets, methods of absorption of overhead, 
and programmes for the more effective use 
of resources. For the preparation of a 
budget, general or specific directives from 
a high level regarding aims are necessary. 
Integration in accounting is desirable. 

In the same issue of The Accountant, an 
article by Basil Smallpeice, Financial Con- 
troller, British Overseas Aircraft Corpora- 
tion, on the accountant in industry, is a 
welcome challenge to the unfortunately 
prevalent view of many financial accoun- 
tants that only those who are in public 
practice are entitled to be regarded as 
being in the profession of accounting. Mr. 
Smallpeice prefers to describe them as the 
practising half of the profession. He sees 
great scope and opportunity for account- 
ing in industry: ‘‘We are not yet far 
across the threshold of management ac- 
counting.’’ A mental evolution is neces- 
sary, though training under articles is 
valuable. Emphasis is nowadays on prompt 
and frequent accounts, and there must be 
a different attitude to costing. What has 
been wanted was ‘‘more detailed informa- 
tion about all the various aspects of the 
business than the financial accountant 
could or seemed able to provide.”’ 
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‘*Separation between the financial ae. 
countant and the cost accountant—this ap. 
parent distinction between accounting and 
costing —only came about because the 
financial accountants of those days did not 
rise to the occasion, and because someone 
had to be brought in to remedy their short- 
comings. But there ought to be no such 
separation and no such distinction. Cost- 
ing is part and parcel of accounting, and 
if you go into a business where this is not 
the case, and where the cost accountant is 
not subordinate to the same person as the 
chief accountant then... you can be quite 
sure, the accounting is failing to do its 
proper job.”’ 

Two other extracts from the article 
might well be engraved on the hearts of 
all accountants. 

‘*When you go into industry and become 
engaged in management accounting, you 
are still in the profession, and carry with 
you certain obligations of a professional 
character.’’ 

‘The idea that you are not practising 
your profession unless you apply your own 
professed knowledge to the affairs of 
others, will not bear serious examination.” 

The New York Certified Public Accoun- 
tant, November, has four interesting 
articles, each written in a dispassionate 
way, on the LIFO inventory method. These 
are: 

(1) ‘*Eeconomic Factors in Selecting 
LIFO,’’ by Alfred C. Boni; 

(2) ‘*Techniques in LIFO Record 
Keeping,’’ by Joseph A. Dowling; 

(3) ‘‘Has LIFO Raised or Solved 
Accounting Problems?’’ by Greg- 
ory M. Boni; and 

(4) ‘‘Technical Tax Aspects of 
LIFO,’’ by F. M. Budik. 

The first article contends that there can 
be no generalised judgment on the long- 
run merits of LIFO: before LIFO is adop- 
ted in any industry, the cireumstances 0 
the industry should be carefully studied. 
The second article is a study of methods 
and an examination of the effect of LIF0 
on cost accounting. The third is concerned 
with the considerations which should enter 
into the long-time outlook of an accountant 
in gauging whether or not accounts mail- 
tained on a LIFO basis present fairly the 
financial position and the results of oper@ 
tions. ‘‘LIFO may be the prelude to a neW¥ 
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concept of accounting which is being 
adopted by more and more large com- 
panies, but the reason for its adoption is 
largely because of its tax-saving possibili- 
ties rather than because of the accounting 
philosophy underlying its use.’’ As to the 
effects of LIFO on the balance sheet, Mr. 
Boni thinks that an inventory balance on 
a FIFO basis is not a very useful figure. 
However, LIFO is difficult to apply to the 
short-term operating statements needed by 
management. 


In the same issue of The New York 
Certified Public Accountant, William Bar- 
nett describes the basic procedures in ac- 
counting for theatrical productions. A 
feature of such accounting is the weekly 
basis. The article contains also auditing 
pointers, and interesting comments on the 
form of financial statements. 


In The Journal of Accountancy, Decem- 
ber, Paul C. Taylor describes the procedure 
in setting standards for the manufacture 
of a part of a washing machine (material 
and processing) and how the information 
provided has been used to reduce costs and 
improve manufacturing. Emphasis is laid 
on the nature and purpose of standards: 
unlike budgets they are ‘‘should’’ costs, 
not merely ‘‘expected’’ costs. A fully suc- 
cessful standard-cost accountant should be 
half an engineer and half an accountant. 
He needs to study material specifications, 
processes, and operating conditions, and to 
be always asking ‘‘why.’’ 


In the N.A.C.A. Bulletin, January, 
William Langenberg discusses the measure- 
ment of productivity, which, as defined by 
the United States Department of Labour, 
is ‘‘the measurement of productive effici- 
ency using the expenditure of human effort 
as a yardstick.’’ The formula used by the 
British Institute of Management is volume 
of output divided by the sum of (a) total 
payroll hours charged to manufacturing, 
(b) manpower equivalent of depreciation, 
and (c) manpower equivalent of repairs 
and maintenance. The article contains a 
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detailed description of the calculations 
made by the writer’s company, Johnson 
and Johnson. 

In the January Bulletin, Sartell Pren- 
tice, Jun., on the case for profit sharing, is 
a strong advocate of profit-sharing plans. 
He states ten principles underlying a suc- 
cessful plan. 

In the January Bulletin, Wayne R. 
Archerd, ‘‘An Application of Whole Dol- 
lar Accounting,’ is a case study of the 
Bethlehem Steel Co.’s system of elimin- 
ating cents from cost records, internal 
transfers, fixed assets, inventories, and 
final accounts. 

The January Bulletin contains also two 
interesting articles on accounting for main- 
tenance. One, by Horace J. Smith, des- 
eribes a system of accounting for repair 
and maintenance supplies, under which the 
only detailed record is on a bin ecard, with 
stores control cards, and a physical check 
of twenty-five per cent of the stock every 
three months. The other, by Frank L. 
Palmer, describes a method of charging 
maintenance department costs under a job 
cost system. Two types of jobs are main- 
tained: asset jobs and expense jobs. 
Materials are charged as acquired, labour 
is charged as acquired or is absorbed into 
general factory overhead, overhead is very 
nearly ignored but can be distributed if 
desired. Under the system, materials in- 
ventories and work-in-process inventories 
are not used. 

In The Journal of Accountancy, Janu- 
ary, there is a survey by Warde B. Ogden 
of 260 pension plans in American industry. 
The plans show a great variety of treat- 
ment in determining the amount charged 
to each year, and in the manner of report- 
ing costs of such plans in annual reports. 
The writer suggests that the total esti- 
mated cost of providing the employee’s 
pension should be accrued rateably over his 
period of active service, beginning either 
with the date of his employment or the 
date a pension plan is adopted, whichever 
is later, and ending with the date he retires 
from productive service. 


FINANCIAL STATEMENTS 


Two articles by Angus MacBeath in The 
Accountant, 5 and 26 January, discuss the 
question whether the change from the two- 


one. 


sided account form of financial statements 


to the tabular or vertical form is a good 
The users of vertical forms of profit 
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and loss accounts are still shuffling about 
trying to reach a common form. The two- 
sided form had attained to a reasonably 
static form. It is reasonable to say that 
the vertical form of profit and loss account 
has advantages which commend its adop- 
tion in place of the two-sided form, but 
that a more standardized layout is desir- 
able if confusion to the shareholders is to 
be avoided. 

So far as the balance sheet is concerned, 
the vertical form is helpful to the share- 
holder who has little knowledge of account- 
ing, but there is danger that the share- 
holder may be misled: care is necessary in 
describing totals; for example, it is ques- 
tionable whether the term ‘‘total net 
assets’’ is properly used when fixed assets 
are a book figure representing cost less de- 
preciation, and other assets such as good- 
will have been written down. Standard and 
stabilized forms are desirable. The articles 
examine a number of points from a ran- 
dom selection of published accounts, show- 
ing great variation in tabular forms. The 
writer concludes that vertical balance 
sheets seem unlikely to be so universally 


preferred as vertical profit and loss ac- 
counts. 

Robert H. Gregory, in The New York 
Certified Public Accountant, November, 
critically analyses the views of J. N. Myer, 
The New York Certified Public Accoun- 
tant, May 1951, on the basis of the funds 


statement. He advocates a statement of 
funds prepared on the cash basis rather 
than on the working capital basis advo- 
eated by Mr. Myer. 

There has been a long controversy in the 
United States on the content of the income 
statement. This controversy, which now 
shows signs of being resolved, has largely 
turned upon the treatment of extraordin- 
ary items. The American Accounting 
Association has maintained that the income 
statement should contain all income items 
recognised as determinants of net income. 
The Securities and Exchange Commission 
has also strongly favoured this view. On 
the other hand, the American Institute of 
Accountants has urged the exclusion of 
material extraordinary items of income 
from the statement. An article in The Ac- 
counting Review, January, by Wendell P. 
Trumbull, examines the problems arising 
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from the adoption of either view, sum- 
marises the results of a scrutiny of the 
1950 reports of eighty large corporations, 
and concludes with an examination of the 
ways in which the two concepts of the 
nature and purpose of the income state- 
ment might be reconciled. 


In The Accountant, 26 January, P. 
Livingstone Armstrong compares Ameri- 
can annual financial reports with those 
used in the United Kingdom. He thinks 
that the American reports contain little 
more information on financial accounting 
aspects than do the better British ones, but 
that the more prevalent practice in U.S.A. 
of disclosing sales figures makes the profit 
and loss statement more complete. Ameri- 
can statements, however, are far in ad- 
vance of general British standards in their 
clear presentation of information. The 
article describes the American scene, and 
suggests ways in which British reports 
might be improved, with primary emphasis 
on clarity. 


The Committee on Concepts and Stan- 
dards Underlying Corporate Financial 
Statements of the American Accounting 
Association has issued a short statement 
(Supplementary Statement No. 3) inti- 
mating that the Committee endorses 
Bulletin 30, August 1947, of the Committee 
on Accounting Procedure of the American 
Institute of Accountants on the question of 
classification of assets and liabilities as 
‘‘constituting, within that limited area and 
in the present stage of the accounting art, 
desirable standards for balance sheet pre- 
sentation.’’ The Committee intends to con- 
tinue its study of the general subject of 
classification in financial statements. 


A. C. Bekaert, in The Accounting Re- 
view, January, enquires ‘‘What is Wrong 
with Financial Reporting?’’ One trouble 
is that we are tradition-bound with the 
past. There is need to place economic facts 
before our own people so clearly and con- 
cisely that they may understand them 
without question. This is important for the 
defence of the free-enterprise system 
against rival social philosophies. ‘‘Finan- 
cial reporting must be an honest, straight- 
forward, and clearly understandable ac- 
counting of a trust or stewardship—so well 
prepared that practically every  stock- 
holder can understand it in full.’’ There 
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is a general lack of understanding of ac- 
counting statements, and the remedy is to 


The Australian Accountant 


387 


start with simple language, and to avoid 
technical terminology. Many examples of 
confusing technical terminology are given. 


AUDITING 


One of the most serious bugbears of 
auditors is the verification of liabilities. 
G. E. Killian, in The Journal of Accoun- 
tancy, January, discusses auditing tech- 
niques for determining elusive payables 
and contingent liabilities. Caution and the 
utmost good judgment are needed, together 
with the application of inference and de- 
duction to a considerable degree. The 
article deals mainly with the verification of 
bills payable, trading and other accounts 
payable, and accrued liabilities. The use 
of the device of confirmation by correspon- 
dence is discussed. This method is ordin- 
arily not necessary. Reliance on the cash 
voucher system for prompt recording of 
liabilities is a little doubtful: usually this 


system is not so completely carried out in 
practice as in textbooks. 


In The Accounting Review, January, 
James G. Carter, in an article entitled ‘‘A 
Suggested Supplement to Audit Test Pro- 
grammes,’’ describes the application of 
statistical methodology to test checking. 


A useful article on standard audit work- 
ing papers, by C. T. Parry, appears in The 
Accountants’ Journal (N.Z.), January. 
The article describes such working papers 
as permanent notes, audit programmes, 
queries and necessary lists of missing 
vouchers and other items of a similar 
nature, and internal check questionnaires. 
Many useful examples are given. 


ORGANIZATION OF PUBLIC ACCOUNTANT’S OFFICE 


J. E. Robinson, in The Journal of Ac- 
countancy, December, describes modern 
methods of works simplification in public 
accountants’ offices. Works simplification, 
he says, is a frame of mind towards the 
saving of time and money, which are 
almost synonymous in an accountant’s 
office, and the saving of wear and tear on 
supervisory and accounting personnel to 
make them more productive. 

The office should be regarded as an 
assembly line which turns out financial re- 
ports as its main product, and other cleri- 
cal work as by-products. Staff should be 
taught to organize, to accept time and 
motion concepts, to economize in the care 
and handling of working papers, and in 
the efficient arrangement of working 
materials, and proper working equipment 


should be used. Savings can also be 
effected through cheerful offices, with 
proper colouring, lighting and acoustics, 
standard-height desks, upholstered chairs, 
and suitable furniture colours. Many other 
devices for saving time and money are also 
described. 

The supervisory level should delegate 
work, even if higher level could do it more 
readily and quickly than those to whom it 
is delegated. Principals should stay clear 
of details, seniors should not do juniors’ 
work, and field staff should not do work 
that clerical staff could do. Awards should 
be made for useful suggestions. Every 
public accountant should buy many text- 
books and subscribe to accounting maga- 
zines: one occasional good idea is invalu- 
able. 


EDUCATION AND TRAINING OF ACCOUNTANTS 


_ William L. Campfield, in The Accouwnt- 
ing Review, January, stresses the need for 
good judgment as a fundamental charac- 
teristic of a successful public accountant. 
The whole value of the work involved in 
the practice of the profession of public ac- 
counting is dependent upon the proper 
exercise of judgment. The principal requi- 


site attributes for the development of such 
judgment are: adequate general education, 
together with a knowledge of specialised 
skills and techniques, analytical ability 
and imaginative perception, and facility in 
the use and communication of figure data, 
that is to say ability to write and express 
ideas precisely, clearly and correctly. 
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Current Problems—continued 

Understanding of the nature of the 
reasoning process is an essential to an ac- 
counting training programme. A _ ©co- 
ordinated and co-operative programme 
should develop and improve the following 
basic qualities : 

(1) A keen sense for facts arranged 
to reflect orderliness and efficient 
organization. This attribute re- 
quires accuracy in observation, in 
thinking, and in expression. 

(2) The power to discriminate be- 
tween alternatives. , 

(3) An ability to jndge relevancy, 
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adequacy, and significance of a 
group of data to a problem at 
issue. 

An ability to grow from experi- 
ence and to exercise one’s mind 
in constructive and imaginative 
fashion. 

Harry D. Kerrigan, in the same issue of 
The Accounting Review, examines some 
current problems in the teaching of ac. 
counting. He maintains that accounting is 
rich in methods and procedures but poor 
in theory. Accounting teaching to-day 
needs more theory, less mechanics, more 
research. 


INTEREST AS A COST 


In The Accounting Review, January, 
George J. Staubus, on payments for the 
use of capital and the matching process, 
examines the views of several authorities 
on the question whether the return to 


various equity-holders for the use of capi- 
tal is cost or income. He argues strongly 
for the treatment of interest and minimum 
dividends as costs. 


PARTNERSHIP ACCOUNTING 


In The Accounting Review, January, 
John Woodward FitzGerald, on admission 
of a new partner by investment, is a novel 


approach to an old problem. By mathe- 
matical methods he analyses the accounting 
problems involved in the admission of a 
new partner in cases where: 

(a) the partner is admitted at ‘‘par’’, 


? 


that is with no payment for good- 

wili; 

where he is admitted at more than 

par, that is where goodwill is paid 

by the incoming partner; and 

(ec) where he is admitted at less than 
par, that is where he receives a 
deduction from the price paid. 


(b) 


The addresses of publications referred to in this article are as follows:— 


The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, Wisconsin, U.S.A. 
Accountancy, 
Incorporated Accountants Hall, 
Temple Place, 
Victoria Embankment, 
London, W.C.2, England. 
The Economic Journal, 
Royal Economie Society, 
4 Portugal Street, 
London, W.C.2, England. 
N.A.C.A. Bulletins, 
National Association of Cost Accountants, 
505 Park Avenue, 
New York 22, N.Y., U.S.A. 


The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
The Accountant, 
4 Drapers Gardens, 


Throgmorton Avenue, 
London, E.C.2, England. 


The New York Certified Public Accountant, 


677 Fifth Avenue, 
New York 22, N.Y., U.S.A. 


The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1, N.Z. 
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THE ACCOUNTANT IN THE COMMUNITY 


J. M. GREENWOOD, LL.B., F.I.C.A., A.C.LS. 


COMMENTARY BY J. M. GROOM, F.L.C.A., J.P. 


At the outset of my remarks I should like 
to say that I cannot recall ever having 
read, and later heard, a paper of such ab- 
sorbing interest as that which has just been 
presented by Mr. Greenwood. He has 
selected a subject which, although pri- 
marily having a particular application to 
the accountancy profession, covers most 
comprehensively matters that are of vital 
interest to the business world, and has a 
peculiarly apposite bearing on major prob- 
lems which to-day are confronting not only 
the business community, but indeed every 
government of the States and Common- 
wealth of Australia. 

If I may be permitted a certain levity, | 
should say that the very word ‘‘accoun- 
tant’’ may be resolved (in the manner so 
beloved by the compilers of crossword 
puzzles) into two words, ‘‘act’’ and 
‘“‘eount,’’ and that these words may be used 
to divide the members of the profession 
into two broad classes. That those who 
“count’’—that is to say the auditors and 
what I may describe as accountants of 
record—fill a most essential place in the 
business world, is an incontrovertible fact 
which is, of course, fully recognized, but 
the lecturer has dealt faithfully with the 
other class of accountant, who ‘‘acts.’’ 

Mr. Greenwood has propounded a clear 
and unequivocal testament of the philos- 
ophy of that accountant who ‘‘acts’’ with 
intelligence and vision in the prosecution 
of his profession, thereby directing the 
steps of those who rely on his advice and 
guidance in the paths of maximum advan- 
tage and prosperity. Such an accountant 
can and must become a far greater factor 
in the promotion of the welfare of the 
community as a whole than any official or 
politician who blindly advocates variations 
in the method and quantum of revenue 
collection from the national income, with- 
out any conception of the moral and psy- 
chological effects on the community as a 
whole. 


A major part of the lecture has been 
devoted to the impact on the business com- 
munity and individuals of the multifarious 
(I could almost say nefarious) forms of 
taxation, direct and indirect, under which 
Australia labours at the present time. 
There are at least fourteen separate taxes 
and duties currently operating in Western 
Australia to-day, and it is probable that in 
other States this figure is exceeded. The 
cost of administration and collection under 
this plurality of statutes is colossal, and to 
a very great extent must itself be held 
responsible for the necessity to impose such 
an array of tax-gathering laws. Some of 
the taxes, both present and past, are of 
such melancholy peculiarity as to excite 
the derision of outside observers, and even 
possibly the envy of governments of those 
countries whose inhabitants may not be as 
complacent as Australians in accepting 
without protest taxes which bear no rela- 
tion to a fundamentally sound basis of 
assessment, or to ability to pay. 


The pay-roll tax, for instance, may be 
likened to the unfortunate mule, as being 
a beast without pride of ancestry or hope 
of posterity. It had its birth for the osten- 
sible purpose of financing the National 
Welfare legislation in 1941, and to-day, 
eleven years later, exists in its identical 
original form, despite the enormous 
changes which have taken place in the 
national economy. It is probably one of 
the worst taxes ever conceived by any gov- 
ernment anywhere. It blesses neither him 
who gives nor him who receives. It is caleu- 
lated on a gross outgoing, which in unre- 
lated types of business bears no comparable 
relation to the net-return from the busi- 
ness or to the ability to pay. It varies 
directly with the basic wage, and thus one 
is faced with the amazing spectacle of a 
substantial item of revenue of which the 
quantum is decided by the Arbitration 
Court. The original exemption of £1040 
per annum still stands, in spite of the fact 
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Commentary by J. M. Groom—continued 


that the basic wage has nearly trebled, with 
the result that the tax strikes at an im- 
measurably wider field than was intended 
when it was instituted. 

In the major field of income tax, suc- 
cessive governments have shown a com- 
plete lack of realistic approach to their 
problems, with constantly changing funda- 
mental ideas, with the result that even the 
practising accountant has the greatest diffi- 
culty in keeping abreast of the continual 
alterations. In one income year, that end- 
ing on 30 June 1941, the then Government 
was so overcome by war hysteria that in- 
come taxes were considerably in excess of 
20s. in the £. At that time, in Western 
Australia, an individual with an income of 
£2300 had left, after payment of income 
taxes, £1028. Thereafter his residual in- 
come steadily decreased, until with a tax- 
able income of £5725 he had left an amount 
of £572, or 10% of his taxable income! 
Not until a taxable income of £10,250 was 
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reached did a taxpayer have as much left 
after payment of tax as he would have had 
if his income had been only £2300. 

Many taxpayers, who were able to do so, 
entirely ceased operations in the latter 
quarter of the financial year, as by refus- 
ing to earn income they actually saved 
money ! 

Fortunately this Gilbertian situation 
only obtained for one year, but the real 
point is that it should never have been 
allowed to happen, and could not have 
happened if there had been that seeking 
of advice by the Government from the 
accountancy profession which Mr. Green- 
wood so strongly advocates. 

I have greatly enjoyed Mr. Greenwood’s 
intensely interesting lecture, and mere 
words are quite inadequate to express my 
appreciation of the wealth of research in- 
volved, and the scholarly manner in which 
he has presented it. It is eminently worthy 
of the precincts in which it has been de- 
livered. 





IT HAPPENS HERE ALSO 


Spring is really here. Dandelion blossoms on the lawn, talk about tax increases 
in Congress. It happens every year. Also the lilacs are in bloom. Of the three, give 


me lilaes. 


The tax talk includes the proposal to raise the tax on cigarettes from 7 cents to 


8 cents per pack. This would bring in 177 million more dollars (an auditor’s opinion 
is not given because we are accountants this week—next week we will be auditors). 
What a slick way to get so much more money. Raise it 6 cents per pack and you get 
a billion dollars more. Oh boy, let’s raise it another 6 cents and get two billion! Then 
also the cigarette ‘advertising can get needed new slants: ‘‘Be patriotic—smoke 
Pluckies,’’ ‘Treasury men, not medicine men,’’ ‘‘Inhale for a balanced budget.’’ We 
could write a book on the beauties of thus balancing the budget. [Editor’s note— 
this bird smokes a pipe and cigars, only.] 


Well, we meet at Saranac Inn on Sunday, June 24th. Bring all your complaints, 
criticisms, and comments so they can be thrown into the lake. Bring your wife, too. 
—Leonard Heughton, C.P.A., in the New York 

Certified Public Accountant, June 1951. 
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FINANCIAL PRACTICE AND FISCAL POLICY 


by 


R. J. CHAMBERS, B.EC., A.I.C.A. 


(One of the refresher-course lectures delivered to members of the 
Commonwealth Institute of Accountants, New South Wales 
Division, April-May, 1951.) 


This paper is divided into two parts. 
In the first, consideration will be given to 
some local and overseas practices by which 
some problems of business in an infla- 
tionary economy are met. The second part 
is devoted to an examination of some 
aspects of public finance and fiscal policy 
which are closely related to the problem of 
accounting realistically under inflationary 
conditions. The taxation of business profits 
during active inflation may introduce acute 
difficulties for businessmen, for it is quite 
possible, if conventional accounting is used 
as its basis, for an income taxation policy 
not only to tax profits but to impose a levy 
on capital in the guise of an income tax. 
Truth in taxing may follow from the adop- 
tion of realism in accounting. 


Among the methods being used to cope 
with rising costs and growing capital out- 
lays three groups may be mentioned: 
(a) increased provisions and reserves, and 
accelerated depreciation ; (b) new issues of 
share capital; and (c) issues of other 
securities. 


Increased Provisions and Reserves; 
Accelerated Depreciation 


Ideally the rate at which the investment 
in a fixed asset is recovered by way of de- 
preciation provisions should depend on the 
rate at which the discounted net returns 
from its use diminish. This involves an 
appraisal of assets on the basis of the going 
concern convention, a practice which is not 


followed in business generally. The 
methods which are used are convenient 
makeshifts which must lead at some time 
to adjustments in book values or changes 
in the basis of the depreciation provision. 


Accelerated depreciation has been advo- 
cated as a means of recovering current 
money costs of asset-service out of past 
money outlays, and its effect can only be 


to increase the discrepancy between book 
values and going concern values: physical 
depreciation is unaffected by the formula 
used in computing depreciation provisions. 
Several methods may be used. 

Large sums may be written off in the 
year of acquisition on the ground that 
immediately after installation a piece of 
equipment becomes second-hand and loses 
much of its original value. This reason is 
inconsistent with the going concern con- 
vention, and even though present taxation 
rules encourage the practice, the excess de- 
preciation is not regarded by the prices 
authorities as a valid charge against in- 
come. The initial heavy depreciation pro- 
vision may have helped many businessmen 
to overcome post-war difficulties but it can- 
not be regarded as a permanent solution 
to the problem of rising replacement costs. 
High initial provisions may also arise from 
using the ‘‘diminishing balance’’ method 
provided the rate is of the order of 25%. 
Under the straight line method using con- 
ventional rates, comparisons of replace- 
ment costs with large unexpired balances 
in the old asset accounts may well give rise 
to objections from financial personnel to 
new proposals put forward by technical 
experts. On the other hand, the unre- 
covered balances will not be nearly so great 
if the diminishing balance method is 
used ; it therefore may have the effect of 
encouraging the pursuit of technical 
efficiency. 


A third method is to use the straight line 
principle over a shorter period. 


But as far as one can judge, there is a 
tendency to take for granted the rates 
approved for taxation purposes; and not 
only to use them for computing taxable 
income, but to carry them over and adopt 
them as appropriate figures, for managerial 
and ownership purposes. No objection can 
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Financial Practice and Fiscal Policy—continued 
be taken to the Commissioner of Taxation 
having canons of his own for the computa- 
tion of taxable income. But for the purpose 
of maintaining the stability or guiding the 
progress of a single business, to follow the 
Commissioner’s practice is not necessarily 
wise or efficient. Much of the information 
which must be treated in a formal way for 
taxation purposes may, and should, be 
considered in detail by the executives re- 
sponsible for the financial position of a 
firm ; their considered opinion on deprecia- 
tion is extremely unlikely to be the same as 
would arise from the approved taxation 
rates. 

However, to say that new systematic 
methods are not being adopted does not 
mean that business managers and boards 
of directors are not considering the implica- 
tions of rising replacement costs. They are; 
but the methods used suggest that rising 
prices and replacement costs are not being 
considered as recurring problems. They are 
met, rather, in piecemeal fashion, occasional 
adjustments being made to ease what busi- 
nessmen judge to’ be the immediate prob- 
lem. Some examples may be given. 


Humes (formerly Hume Pipes) in 1948 
set aside £20,000 to a Plant Replacement 
Reserve. This is not a very large sum com- 
pared with their total fixed assets, and since 
1948 it has neither been augmented nor 
transferred to any other account. In 1947 
Dunlop Rubber had a Development and 
Deferred Expenditure Reserve of £250,000; 
it was augmented by £50,000 in 1948, since 
when it has stood at £300,000. Hoadleys 
Chocolates, in 1949, created a £20,000 
Stock Equalization Reserve. The last 
balance sheet of Electrolytic Zine shows a 
reserve for new plant and development of 
£550,000 and the 1950 accounts of Foy and 
Gibson show a Fixed Asset Financing Re- 
serve of £300,000 and a Siock Financing 
Reserve of £125,000. 


Some of these account titles may be con- 
fusing and the origin of the sums remain- 
ing in them is sometimes mixed. It is also 
probable that the account titles are not 
exact descriptions of the way in which the 
sums so appropriated have been or will 
eventually be used. But in any case, they 
are occasional appropriations and not part 
of a systematic and consistent attack on the 
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problem of rising prices over the past few 
years. Their general effect, however, is to 
retain some part of the profits to meet 
higher costs of replacement without creat- 
ing new interest or dividend obligations, 


The problem is kept in mind by many 
other company boards even though they 
do not give effect to their deliberations by 
making specific provisions of the above 
variety. In 1948 the Chairman of Aus- 
tralian Paper Manufacturers drew the at- 
tention of members to the fact that the 
balance sheet figure for fixed assets was 
considerably below the cost of installing 
similar fixed assets at that time. He said, 
‘‘The net figure of £2.8 million appears in 
the balance sheet before you against the 
item ‘Fixed Assets’ and it will be seen that 
this is after the total provision for depreci- 
ation, amortisation and obsolescence of 
£3.5 million had been made over the years. 
To replace these fixed assets would cost 
today well over £10 million against an ag- 
gregate figure of about £6.3 million. On the 
one hand we have the very conservative 
position that our fixed assets in terms of 
today’s values for equivalent capacity are 
nearly four times greater than appears on 
the balance sheet; on the other hand, your 
directors must ask themselves whether the 
provision of £3.5 million for depreciation 
based largely on the pre-war basis adopted 
by your company is adequate in the light of 
today’s changed and changing values.’’ 


Accelerated depreciation may have the 
effect of creating secret reserves; this is 
a question which cannot be shelved if the 
attitude towards secret reserves which has 
grown up over the last thirty years is to be 
maintained. It may seem to be feasible to 
charge the provision approved by the Taxa- 
tion Commissioner in computing taxable 
income, but to make smaller provisions for 
the purpose of reporting to shareholders. 
There is, however, a provision in the tax 
regulations that obliges taxpayers to adopt 
rates of depreciation no lower than the 
Commissioner allows; if a taxpayer is 
found to be consistently writing off depre- 
ciation at a rate lower than the standard 
rate, and there are no special circumstances 
to warrant the practice, the lower rate 
adopted by the taxpayer will be applied 
by the Commissioner. The only way to over- 
come the difficulty is to charge depreciation 


(Continued on page 393) 
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Financial Practice and Fiscal Policy—continued 
at rates at least as high as the standard 
rates and to designate the excess, allowed 
by the Commissioner (such as the special 
initial depreciation allowance) over the 
provision deemed necessary by manage- 
ment, as a reserve. 


New Share Issues 

The second device used to overcome in- 
flationary problems is the issue of new 
share capital. It has been claimed that pro- 
viding for increases in replacement costs 
is a matter of refinancing rather than ac- 
counting. But it has been submitted in 
these lectures that the two are inseparable, 
that the price set on goods or services does 
in fact take into account the contingencies 
businessmen expect to face, and that busi- 
nessmen tend to provide out of business 
income sufficient funds to finance the con- 
tinuation of operations. And in any case, 
accounting statements may influence the 
extent of current charges against income, 
and through their effect on investors and 
ereditors they may influence the time at 
which and the form in which it is possible 
for businessmen to augment business funds. 


It will be useful to distinguish issues of 
benus shares from new issues for cash. 


It has been quite common for bonus 
issues of shares to be made out of revalua- 
tions of assets. This process has the effect 
of giving a more realistic indication of the 
current income earning capacity of the 
assets in use. It represents an old estab- 
lished firm in much the same light as a new 
entrant to its industry, both in respect of 
the assets employed and the shareholders’ 
funds which support them. Not all com- 
panies which have revalued assets have 
made bonus issues out of the surplus thus 
arising; but even if no such issue is made 
the return on shareholders’ funds is stated 
more realistically than without revaluation. 


Bonus issues, of course, help to make 
revaluation effective in the income claims 
of shareholders, and in some cases the justi- 
fication for a bonus issue may lie in the 
Wish to give shareholders something on 
account of the low returns earned in pre- 
vious years, rather than in the desire to 
represent the financial position and earn- 
mg power of a company with greater 
realism. 
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A fashion in bonus issues seems to have 
originated in Australia in 1949. The follow- 
ing figures suggest their growth in popu- 
larity among Australian listed companies: 


2nd half .. 2 issues 


Ist quarter .. 11 
2nd , ee 
3rd ais 
4th a in 4 
Ist .. 28 
2nd ’ + ae 
3rd jo 2 


(Figures for the 2nd and 3rd quarters of 1951 
have become available since the lecture was given.) 


1949 
1950 


Not all of these issues arose out of re- 
valuations of assets, but they have been 
confined to revaluations and share premi- 
ums. Bonus issues may be made out of any 
kind of surplus, but concentration on the 
abovementioned varieties is induced by 
taxation regulations. Bonus issues are, in 
general, subject to tax in the hands of 
shareholders, but a specific provision ex- 
empts from such tax all ‘‘dividends paid 
exclusively out of profits arising from the 
revaluation of assets not acquired for the 
purpose of resale at a profit, or from the 
issue of shares at a premium, if the divi- 
dends paid from such profits are satisfied 
by the issue of shares of the company de- 
claring the dividend.’’ 


Revaluations should be made only for 
bona fide increases in value; they need not 
be equal to but should not exceed the inde- 
pendent valuations of experts. Both assets 
purchased and advantages not purchased 
may be revalued. It was common in the 
past to object generally to attempts to write 
up the book values of assets, particularly 
the value of such things as goodwill, on the 
ground that the practice was not conserva- 
tive. We do not know whether the spate of 
new issues is evidence of a change of opin- 
ion among those who used to object, but it 
becomes increasingly evident that business- 
men will not heed the cautionary pro- 
nouncements of conservative accountants 
if they lead to glaring, unsound discrepan- 
cies between book values and realities. One 
of the main points here emphasised is that 
accounting should conform with, or give 
expression to, realities rather more closely 
than it does now. 


B 
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Financial Practice and Fiscal Policy—continued 

Consider, secondly, new issues for cash. 
In the case of revaluation no additional 
eash is made available for increasing the 
money investment in plant, for replacing 
plant or for increasing the investment in 
stock. New issues for cash, however, make 
possible the maintenance of plant capacity 
and value of business in spite of higher re- 
placement costs. But unless the additional 
funds can be obtained at a low rate of 
interest or there is an increase in efficiency, 
the mere maintenance of business volume 
will result in a decline in the rate of profit 
on funds employed. 

One way in which the available funds 
may be increased without increasing pro- 
portionately the interest or dividend com- 
mitment is by making new issues at pre- 
miums. This has an effect quite the opposite 
of making bonus issues. A bonus issue 
ereates additional demands for interest or 
dividends without providing additional re- 
sources. A new issue for cash at a premium 
provides additional resources without 
ereating additional dividend or interest 
commitments in the same proportion. 


There appear to have been several 
changes in the popularity of the premium 
issue since the war, but over recent years 
the following issues have been made: 


1949 2nd quarter 27 issues 
3rd “<- ae 
4th > 


1st ~~ 2s 
2nd oo 
3rd i 
4th <a, OO 
1st a 
2nd wag 
3rd On 


By themselves these figures do not indicate 
the proportion of new funds which are 
dividend free: this would be difficult to 
obtain, but some examples from the above 
issues will show that share premiums have 
augmented handsomely the working funds 
of some companies. Bradford Cotton 
raised £367,000 in this way; Felt and Tex- 
tiles on two separate occasions raised 
£475,000, nearly a million pounds all told; 
B.H.P. in two issues raised £5,578,000; 
C.S.R. £819,000; Australasian Paper and 
Pulp £569,000; Swan Brewery £312,000; 


1950 


1951 
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Tooheys £216,000; Dunlops £470,000; 
Drug Houses of Australia £416,000. 


Issues of Other Securities 


A third way of meeting rising costs is to 
make new issues of securities involving re- 
duced interest or dividend obligations. 
Trading on the equity is becoming much 
more common. Many issues of redeemable 
preference shares have been made, for small 
enterprises and large; and some of the in- 
vestment funds of insurance companies are 
being diverted in this direction. Increas- 
ing numbers of mortgage debentures are 
being issued at various interest rates down 


to 3i%. 


Some companies are resorting to finan- 
cial instruments which are new in the Aus- 
tralian capital market, although they are 
not uncommon in other places. Toward 
the end of 1950, Henry Berry raised 
£200,000 at 5% on an issue of unsecured 
notes; the issue was received with some 
timidity by the market, only 70% being 
taken up by the investing public. Early in 
1951, Myer Emporium and Sargood Gar- 
diner made issues at 44%. 


Unsecured notes give rather more flexi- 
bility to the issuing company than a deben- 
ture issue; but whereas debentures may be 
accepted partly on the strength of the 
assets charged as security, the acceptance 
of unsecured notes turns rather on the 
prestige, reputation and prospects of the 
issuing company. The rationale of finane- 
ing in this way was the subject of a press 
comment on the occasion of Sargood Gar- 
diner’s issue. ‘‘Caught between the pin- 
cers of rising costs and the need for larger 
investment in stocks, companies like Sar- 
good Gardiner must strive to increase turn- 
over to maintain profit margins. But this 
takes cash, and evidently the company’s 
bank overdraft liability (£783,840 last 
June) needed to be reduced. Fortunately, 
the company appears to have sufficient 
stature plus net tangible assets of 
£1,347,434 to support an unsecured note 
issue of £400,000. Small companies might 
find difficulty in gaining public subscrip- 
tions at 44%, even for long-term deben- 
tures. In seeking this loan, the directors 
considered that, in common with other 
businesses in the wholesale softgoods trade, 
the trend of higher replacement costs might 
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Financial Practice and Fiscal Policy—continued were not generally understood and when 


continue for some years. They therefore 
fixed the currency of the loan at eight 
years, with an option to redeem whole or 
part after six years. ... The overall return 
had not been commensurate with the funds 
employed and the risks of trading on a 
highly inflated market. Following this line 
of thought, the directors considered it un- 
wise to introduce permanent capital and, 
instead, sought flexibility through a note 
issue.’’ (Sydney Morning Herald, 5/3/51.) 


Conclusion of Section 


Each of the above devices has its uses. 
Some aim at conserving funds, some at 
augmenting funds, and ail aim at main- 
taining the return on paid-up capital. 
Each may be financially necessary and 
appropriate, but none strikes at the root 
problem of inconsistency and illogicality 
in accounting. As long as accounting ag- 
gregates different value units as if they 
were identical, so long will it fail to reflect 
continuously business realities. 


Fiscal Policies and the Maintenance of 
Capital 


In this final section an attempt is made 
to show that present methods of income 
taxation, based as they are on conventional 
accounting result in the consumption of 
real capital, an effect which is deleterious 
both to business organizations and to the 
community in which they operate. 


Many people are reluctant to consider 
the possibility of different practices in 
accounting for depreciation and stock 
values than those permitted by the taxa- 
tion authority. This attitude is based, ap- 
parently, on the view that the taxation 
authority—the government—is incapable 
of social error, or on the view that taxation 
rules are sacrosanct. 


Now it is unquestionable that taxation 
rules are alterable. A government may 
waive or alter the rules in any way it 
thinks fit in order to achieve socially im- 
portant ends. It is equally unquestionable 
that present taxation rules contemplate the 
we only of conventional accounting 
methods. The taxation rules happen to 
have been developed when accounting con- 
ventions were not explicit and their effects 


the tax on business profits was compara- 
tively small. The same rules can scarcely 
be considered appropriate when the effects 
of the conventions under different economic 
conditions are understood and when taxa- 
tion has reached its present high level. The 
task of government, it may be postulated, 
is to ensure that the institutions of the 
community are enabled to continue to dis- 
charge their functions effectively; not to 
tax them out of existence. If that is so, 
taxation practices should not be allowed to 
interfere with sound principles in business 
finance. Reference has already been made 
to the fact that a taxpayer who elects, for 
his own purposes, to write off depreciation 
at a lower rate than the Taxation Commis- 
sioner permits will presently be obliged to 
continue doing so. That seems to be quite 
a false principle. If a taxpayer elects to 
write off depreciation at 4% on technical 
advice that 4% is a reasonable figure, why 
should the Taxation Commissioner oblige 
him to use 4% continuously? It would 
seem to be desirable that as conditions 
change, fiscal policy, rates of tax and 
methods of taxing should also change. 


There is very little flexibility in taxation 
practice, and no way of meeting inflation- 
ary conditions systematically. There are 
provisions for additional depreciation al- 
lewances when operating conditions are 
unusually rigorous and where much over- 
time is worked, and there is the special 
initial depreciation allowance. This may be 
considered by some as a means of meeting 
higher replacement costs by conserving 
business income, but its real purpose has 
nothing to do with inflationary problems. 
It is permissible, also, to claim as a deduc- 
tion from income the difference between 
seHing price and book value if it is decided 
to dispose of plant before the end of its 
previously estimated life. 


But none of these concessions aids the 
maintenance of real capital or productive 
capacity. It seems necessary to argue 
strongly that a taxation policy should be 
devised which pays regard to the effects on 
the business community in the long run 
rather than with an eye solely on the short- 
run revenue-producing aspect of income 
taxation. 
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Financial Practice and Fiscal Policy—continued 

Undistributed profits are a traditional 
way of maintaining capital and of promot- 
ing expansion and development. But in 
recent years it has become evident that the 
pool of funds available for these purposes 
is diminishing because of the high rates of 
taxation on personal and business incomes. 
High taxation hinders the accumulation of 
funds for developmental and other pur- 
poses, and can in the long run be economi- 
cally dangerous... It has been argued by 
many businessmen and economists that un- 
less there is an adequate supply of savings 
— particularly business savings which re- 
lieve firms of the necessity of recourse to 
the money market — it is likely that eco- 
nomic progress and improvements in the 
standard of living may be impeded. Notable 
technical advances have been made in the 
chemical, automotive, steel, rubber and 
petroleum industries which would scarcely 
have been attempted in the absence of un- 
distributed profits; much of this research 
work has been of direct market value, but 
much of it has also been fundamental re- 
search of far-reaching social value. 


Clearly, businessmen cannot go to the 
money market and ask investors to put up 
money for research work, work which as 
far as the investor is concerned must be a 
pig in a poke. No assurance can be given as 
to the results likely to accrue from pro- 
tracted research work, so that it must be 
financed out of what business firms may 
accumulate themselves. As present taxa- 
tion methods diminish business savings and 
may even eat into the real capital of busi- 
ness firms, it is difficult to see how technical 
improvements can continue to be made. 


It may seem to be a strong claim to assert 
that present taxation may lead to the con- 
sumption of real capital. An attempt is 
made in the table to demonstrate this. 
Hypothetical figures are given for two non- 
private companies, A and B, for two 
periods; these accounting periods are not 
related in any way (e.g., consecutive 
years), but it is assumed that in Period 1 
the general price level for the industry’s 
capital equipment rose by 50%, and in 
Period 2 it rose by 100%. It may be ob- 
served, too, that the proportion of depre- 
ciation to ‘‘Profits before providing for 
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depreciation’’ differs for the two com. 
panies. 

The top half of the table gives an ap. 
proximate calculation of tax at 1950-51 
rates under present taxation methods. The 
maintenance of real capital is not contem- 
plated under conventional accounting, and 
the retention of some profits to achieve this 
purpose is ignored to simplify the demon- 
stration. The consequences are aggravated 
if profits are retained. 

The second half of the table gives an 
approximate calculation of tax at the same 
rates after allowing depreciation at a rate 
which permits real capital to be maintained 
in spite of rising prices. The resulting 
real profits are given in line (g) and the 
tax is calculated on these figures. 

The last two lines of the table are the 
most significant. On the data used, A Com- 
pany in Period 1 would be taxed at the rate 
of 40% of real income if current practices 
are followed, but at only 30% if the tax- 
able income were to coincide with real 
income. B Company in Period 2 would be 
taxed at the rate of 104% of real income 
on conventional ca'culations, but onty at 
34% of real income if it were the taxable 
ineome. The difference in taxes under the 
two systems may be regarded as a capital 
levy, ie., a levy on real capital, and the 
amounts of such levy are given in line ()). 

It must be obvious that no business can 
carry on long under these conditions unless 
it can increase efficiency or raise new 
money cheaply. The greatest danger in the 
established method of determining taxable 
income, however, lies in the way the extent 
of the tax is concealed, because the methods 
of accounting ignore some most important 
business realities. It would be far better 
to have a system of taxation the effects of 
which are explicit than one in which capital 
is levied in the guise of income taxation. 

Some may urge against all this that, in 
any case, the government regards company 
tax as a revenue-producing tax, and if the 
government needs money it must raise it 
in this way or in some other. The above 
argument, however, has nothing to do with 
theories of public finance. All that is sug- 
gested is, that if traders must be taxed to 
the extent of the money sums indicated in 
line (d) because the government needs 
that amount, it should be made clear that 
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Financial Practice and Fiscal Policy—continued 
the rate of tax is much in excess of the 
nominal rates of six or seven shillings in 
the pound. In the case of B Company in 
Period 2, the rate is greater than twenty 
shillings in the pound of real income; in 
other words, real capital will be reduced by 
the amount of dividends paid to share- 
holders. 


Furthermore, insofar as the tax income 
of government is used in providing con- 
sumable services—and most of it is so used 
--the capital resources of the community 
are being eaten away and the standard of 
living is exposed to assault. In addition to 
this, in a private enterprise economy, 
profits are considered to be the mainspring 
of economic progress; if the profit incen- 
tive is reduced by penal taxation, the spur 
to the development of new techniques, of 
new forms of satisfaction and to the im- 
provement of variety, the reduction of 
work and the increase of leisure is removed. 


Conclusion 


Accountants may well consider it in their 
interest and in the interest of the com- 
munity generally to draw attention, in- 
sistently and often, to the consequences of 
company financial policy and governmen- 
tal financial policy in periods of shifting 
price levels. Very few companies are doing 
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much to make clear to shareholders, to the 
public or to government, the effects of 
using the methods they have long been 
accustomed to in conditions like those of 
today. 


It has been submitted throughout these 
lectures that the customary accounting 
techniques may be criticised from many 
angles; they have been described as illogi- 
eal, as inconsistent, as irrelevant to the 
purposes they are supposed to serve. These 
criticisms cannot easily be challenged, but 
they can be met with alterations in ac- 
counting technique. Financial strategy has 
been changed to meet today’s conditions: 
why should not accounting technique be 
changed to meet the circumstances, too? 
Financial makeshifts will not overcome the 
inflationary problem satisfactorily; they 
permit changes to be made in book values 
now and then to introduce a _ greater 
measure of realism into accounting state- 
ments. But surely the only way of ensur- 
ing continuous realism is to modify ac- 
counting technique so that it takes account 
of shifts in price levels in some way. The 
decisions of businessmen are essentially 
based on realities. If accounting statements 
are to help them positively, no effort should 
be spared to make accounting logical, con- 
sistent, realistic and relevant, rather than 
merely conventional. 


TAXATION ON CONVENTIONAL AND REAL PROFITS 


Assume Two Non-Private Companies A and B: Rises in Price Level Period 1, 50%; 
Period 2, 100% 


CoNVENTIONAL CALCULATION— 
(a) Profits before Depreciation 


(b) Depreciation at allowable rates 


(ec) Taxable Profit 
(d) Taxation—Company Tax, 6/- in £ 
Super Tax, 1/- in £ 


(e) Balance (assume distributed) . . 


Period 1 


A Company B Company 
Period 2 Period 1 Period 2 


£ £ £ £ 
10,000 10,000 100,000 100,000 


3,000 3,000 40,000 40,000 








60,000 
18,000 
2,750 


60,000 
18,000 
2,750 


7,000 
2,100 
100 


7,000 
2,100 
100 








£4,800 £4,800 £39,250 £39,250 
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Financial Practice and Fiscal Policy—continued 


CALCULATION ON REeau PrRorirs— £ £ £ £ 


(f) Deduct from above taxable income pro- 
visions to maintain real resources .. 1,500 3,000 20,000 40,000 


(g) Real Profit o at ee .. 5,500 4,000 40,000 20,000 


(h) Tax on same—Company Tax.. » ian 1,200 12,000 6,000 
Super Tax .. - 25 = 1,750 750 








(i) Balance (assume distributed). . .. £3,825 £2,800 £26,250 £13,250 














(j) Capital Levy (Difference in Taxes) .. £525 £1,000 £7,000 £14,000 
(k) Conventional Tax, % of Real Profit .. 40% 55% 52% 104% 


_ : Selected References on the Taxation Aspect 
Capital Erosion and the Income Tax Assessment Act, published by The Colonial Sugar Refining Co. 
td. 


Peter Wiles, Corpcrate Taxation Based on Replacement Cost, Accounting Research, Vol. 2, 


No. 1. 
Arthur H. Dean, An Inquiry into the Nature of Business Income under Present Price Levels. 


A. BR. Prest, Replacement Cost Depreciation,Accounting Research, Vol. 1, No. 4. 
Income Tax Order No. 1217 (1950 Revision),issued by the Commissioner of Taxation. 





MEANING OF “TURNOVER” 


‘‘Turnover’’ is one of those terms which, although commonly used by commercial 
men, are not always closely defined by them. The importance of precisely defining 
such a term arises in many aspects, including, notably, questions of taxation. Such 
an expression as ‘‘turnover’’ may also have important bearing on the sharing out of 
profits amongst owners or the calculation of remuneration payable to employees of 4 
business. An interesting illustration of these factors is provided by the recent case of 
Aris-Bainbridge v. Turner Manufacturing Co. Ltd. In that case Mr. Justice McNair, 
sitting in the King’s Bench Division, held that lump-sum payments, made in respect 
of cancelled contracts, were to be brought into account in assessing commission pay- 
able to the contractor’s sales manager, which commission was, by his service agree- 
ment, to be a percentage of the ‘‘turnover of the annual business’’; and in arriving 
at his decision the learned Judge found support for his view in Lord Dunedin’s 
speech in the House of Lords in Gliksten and Son, Lid. v. Green (1929) A.C. 381. 


—The Accountants Journal, London, February 1951. 
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THE CLEARING HOUSE 


IS COST RELEVANT? 


Once again, as June 30th draws relent- 
lessly closer, we are faced with the vexed 
question of stock valuation. Although 
there is a variety of views of ‘‘cost,’’ 
the golden rule of ‘‘the lower of cost or 
market value’’ has not been seriously 
challenged. 


But is cost relevant? We regard stock as 
a current asset; that is, ‘‘cash or some- 
thing which will, in the normal course of 
business, be turned into cash within twelve 
months.’’ The value of such an asset bears 
no necessary relation to what was paid; the 
sole criterion is what the market will be 
prepared to give for it, in its final form. 


Would it not, therefore, be logical to 
treat this asset as other current assets, 
and value it at net realizable value, this 
would be estimated selling price reduced 
by the relevant selling and administrative 
expenses. 

Deduction of normal gross profit margin, 
although apparently inconsistent with the 
theory outlined above, would be necessary 


to conform with the ‘‘doctrine of con- 
servatism.’’ In some cases, especially when 
buying on a rising market, a small profit 
might be anticipated. As such profit arises 
from buying rather than from manufac- 
turing or selling, this does not seem un- 
reasonable. On a falling market, buying 
losses would be similarly anticipated. 

It might be objected that although the 
theory and method outlined above might 
be convenient for such a commodity as 
wool, which is the plaything of a lively 
market, and for manufactured goods, these 
principles should not be applied to the 
valuation of raw materials. 

In practice, ‘‘cost’’ is probably the best 
basis of valuation for raw materials, but 
does not the acceptance of the ‘‘going- 
concern convention’’ oblige us to regard 
these only as a step towards the final 
product, and therefore subject to the same 
theory of valuation? 

I would be interested to hear the views 
of other members on.the whole subject. 

Melbourne. P. A. WALKER. 


PAYMENTS FOR AWARD SICK LEAVE 


Under the provisions of some industrial 
awards (e.g., Metal Trades), employees are 
entitled to one week’s sick pay per annum, 
cumulative for a period of three years. In 
other words, the maximum claim in any 
one year is 120 hours, in cases where no 
sick pay has been received during the pre- 
vious two years. 

From an accounting point of view we 
are faced with two conflicting proposi- 
tions : 

(1) The cost concept— 

The necessity of matching expense 
against income requires that provision for 
sick pay be charged into costs by way of a 
percentage of total weekly payroll, based 
on past experience of the incidence of this 
expense. Actual payments would, of 
course, be debited to the Provision 
Account. At the end of each accounting 
period, the credit balance in this provision 
would represent accrual to meet future sick 


pay which had been ‘‘earned’’ (i.e., the 
right to which had been acquired) in the 
period under review. 


(2) The financial concept— 


The accrued liability which would be 
brought into the accounts under Method 1 
above is in fact only a contingent liability, 
since future claims may or may not be 
lodged by employees in respect of unused 
sick pay hours to which they had become 
entitled in previous years. 


From a costing point of view it is very 
desirable that the unpredictable element in 
this expense be overcome by means of 
planned accruals, but the fact remains that 
no actual liability exists at any time with 
respect to payments for future sickness. 
This feature is in contrast to the liability 
for accrued annual leave, which is fixed by 
the mere fact of past employment, and is 
not dependent upon any future happening. 
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Clearing House—continued 
Contingent Liabiltty : 

As indicated under (2) above, there is a 
contingent liability with respect to the 
wage value of unused sick pay hours at 
each balancing date, subject to a maximum 
of 120 hours per employee. 

Even in fairly small factories, especially 
those enjoying a low sickness rate, this 
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liability may run into four or maybe five 
figures, so that some reference to it would 
appear to be required in the published 
accounts of public companies. 

I would be interested to hear comments 
from other readers on this problem, which 
is common to many businesses throughout 
Australia. 


Melbourne. R. GoLDENBERG. 


STOCK CONTROL 


Can any reader outline a satisfactory 
system of stock control where timber is 
bought in large quantities at varying 
prices and either stacked for drying or 


kiln dried? The timber is not used in any 
definite order, and sometimes for months 
or years after purchase. 

A.C.A.A, 


“BONUS” 


Your article in the June issue of The 
Australian Accountant prompts me to sub- 
mit this suggestion for a new term in place 
of the disliked word ‘‘bonus.’’ 

May I suggest the term ‘‘newrit shares’’ 
or ‘‘newrits,’’ being an abbreviation of 


“é 


net worth reserve distribution by 
shares.”’ 

‘*Newrits’’ also suggests shareholders’ 
acquired rights to participate in the profit- 
earning reserves of the company. 


LL. 


SHOULD CHEQUE BUTTS BE AUDITED ? 


Should an auditor check from _ the 
cheque book counterfoils into the payments 
cash book ? 

The following circumstances seem to 
point to the advisability of so doing, as in 
favourable circumstances the amount in- 
volved could be much greater. 

The employee of a small proprietary 
limited company removed the counterfoil 
completely from the cheque book, then used 
the cheque form to forge the signing 
Director’s signature and then withdrew 
from the company’s bank account an 
amount to which he was not entitled. The 


employee then wrote up the forged cheque 
in the company’s payments cash book in 
correct numerical order, and thus achieved 
bank reconciliation. 

The expense account debited was postage 
stamps, the amount involved £5. The audit 
of the stamp book disclosed that all ad- 
vances for stamps had been expended and 
recorded in the usual way. 

The paying bank’s liability is not for- 
gotten, but it is suggested that in practice 
the liability does not attach to the banker 
unless the forgery was discovered. 


Sydney. K. 8. DonNeELLY. 


Have you anything to clear? 
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OBITUARIES 


Thomas Arthur Stump 


Through the death of Mr. Thomas Arthur Stump on 18 August 1952 the Insti- 
tute lost a distinguished member, and his many friends on the mainland, together 
with those in Tasmania, a valued colleague. 


Mr. Stump was admitted to membership in the Institute in 1918 and joined the 
Council of the Tasmanian Division in 1924. Except in 1932, when he was the State 
President, he served the Division as Honorary Treasurer from 1925 until the time 
of his death. For many years he represented the Institute on the Faculty of Com- 
merce in the University of Tasmania, and was a member of the Musical Advisory 
Board. He was a member also of the Licensed Companies Auditors Board. In 
1940 he was elected to the General Council of the Institute following the resigna- 
tion of Mr. H. H. Cummins. In this wider field he served the Institute as a mem- 
ber of the Executive Committee for several terms and as Vice-President during 
1949-51. 


In addition to his work for the accountancy profession, Mr. Stump contributed 
to the welfare of the community in many capacities. In his younger days he was 
active in the fields of sport and music and later assisted many charitable bodies in 
honorary capacities. He accepted a number of official positions and was a director 
of a number of companies. 


Joseph Proctor Bainbridge 


With deep regret, we record the death on 12 September 1952 of Mr. Joseph 
Proctor Bainbridge, a distinguished member of the accountancy profession and a 
link with the early days of the Institute. 


Admitted to the Institute in 1896, Mr. Bainbridge soon came into prominence 
in Institute affairs. In 1898, when practising as a public accountant, he was 
appointed secretary to the Incorporated Institute of Accountants of Victoria and 
occupied that position until 1909. In 1910 he was elected to the Council of that 
body and served as Vice-President in 1916. From 1922 to 1936 he was a member of 
the Victorian Council of the Commonwealth Institute of Accountants. He con- 
tributed also to the development of the secretarial profession as a member of the 
Council of the Victorian Branch of the Chartered Institute of Secretaries for nany 
years. 


Mr. Bainbridge ceased to practise as a public accountant in 1909, when he 
accepted appointment as Registrar of the University of Melbourne, a position he 
occupied until 1937. In that capacity he distinguished himself as an able adminis- 
trator and contributed to the development of education generally, including the 
education of accountants. 


During a busy life, Mr. Bainbridge found time to assist many charitable and 
social organizations. He was particularly active in musical circles, and was Chair- 
man of the Royal Melbourne Philharmonic Society for many years. His services to 
the community were recognized when the distinction of the Order of the British 
Empire was conferred on him by His Majesty the King. 


A love of his fellow man and the diversity of his services enriched his character, 
leaving the community the poorer with his passing. 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


DEATH DUTY—WHETHER TERMS OF SETTLEMENT CONSTITUTED A 

TRUST TO TAKE EFFECT AFTER DEATH OR A RESERVATION OF 

BENEFIT WITHIN SECTION 102 (2) (a), @), OR (d) OF THE N.S.W. 
STAMP DUTIES ACT 


Sir Robert Gillespie died on 2 August 
1945, having many years before trans- 
ferred property to himself and two others 
as trustees of a settlement for charitable 
purposes and having, by clause 3, retained 
for himself during his lifetime the power 
to direct and approve the decisions of the 
trustees with regard to the application and 
appropriation of the trust fund. The Com- 
missioner of Stamp Duties of N.S.W. 
claimed duty under s. 102 (2)(a) of the 
Stamp Duties Act, which brings into 
charge ‘‘All property which the deceased 
has disposed of...by will or by a settle- 


ment containing any trust in respect of 
that property to take effect after his 


death ...’’ 


Held (Privy Council, affirming the de- 
cision of the High Court): The settlement 
created one trust and could not be said, by 
virtue of clause 3, to be a trust for one 
group of beneficiaries before the deceased’s 
death and another group thereafter so as 
to fall within s. 102 (2)(a); nor was a 
mere right of selection, such as that in 
elause 3, a trust to take effect after the de- 
ceased’s death within s. 102 (2) (a). 


Clause 24 required the trustees, if direc- 
ted by the settlor during his lifetime, to 
purchase property from him at a price at 
least five per cent below an independent 
valuation. The Commissioner argued that 
this right brought the trust property 
within one or other of the categories of 
s. 102(2)(c) and (d), namely, ‘‘Any 
property passing under any settlement, 
trust or other disposition of property made 
by the deceased... (i) by which an in- 
terest in or benefit out of or connected with 
that property, or in the proceeds of sale 
thereof, is reserved either expressly or by 
implication to the deceased for his life or 


for the life of any other person, or for any 
period determined by reference to the 
death of the deceased or of any other per- 
son; or (ii) which is accompanied by the 
reservation or assurance of, or a contract 
for, any benefit to the deceased for the term 
of his life or of the life of any other per- 
son, or for any period determined by ref- 
erence to the death of the deceased or of 
any other person; or (iii) by which the de- 
ceased has reserved to himself the right, 
by the exercise of any power, to restore to 
himself or to reclaim that property or the 
proceeds of the sale thereof. (d) Any 
property comprised in any gift made by 
the deceased at any time... of which bona 
fide possession and enjoyment has not been 
assumed by the donee immediately upon 
the gift and thenceforth retained to the 
entire exclusion of the deceased, or of any 
benefit to him of whatsoever kind or in any 
way whatsoever whether enforceable at law 
or in equity or not...’’. 

Held (Privy Council, again upholding 
the High Court) : The deceased’s power of 
direction under clause 24 was to be taken 
to be fiduciary because, in its context, it 
was merely a right to secure that his views 
would, in the event of disagreement, pre- 
vail over the views of the other trustees, 
and there was, therefore, no ground for 
regarding it as a benefit or interest of the 
kind with which s. 102 (2)(c) and (d) 
were concerned, but, whether or not the 
power was fiduciary, it did not amount to 
a reservation to the deceased of any in- 
terest in the trust fund or of a right to re- 
claim or restore it to himself so as to bring 
it within the charge to duty under s. 
102 (2)(c) or (d). 

(Commissioner of Stamp Duties of 
N.S.W. v. Way & Os., [1952] 1 All E.R. 
198.) 
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COMPANY LAW: RIGHTS OF PREFERENCE SHAREHOLDERS IN A 
LIQUIDATION 


A company issued 8000 74% cumulative 
preference shares but there was nothing 
beyond these words in the resolution or in 
the memorandum and articles of associa- 
tion to indicate the rights attaching to the 
shares. The share certificates described the 
shares as conferring on the holders the 
right to a cumulative preference dividend 
at the rate of £7 10s. per annum from the 
profits from time to time available for 
dividend. 


The preference dividends were paid up 
to 30 June 1949. On 8 August 1949 the 
company went into voluntary liquidation, 
with a debit balance on profit and loss ap- 
propriation account. Subsequently, the 
assets, in particular freehold property, 
realised much more than book value, with 
the result that there was a surplus of 
£22,000 after payment of debts and return 
of capital. 


COMPANY LAW—FIDUCIARY RELAT 
DESPITE CONTEMP 


On 1 March 1949 the plaintiff and the 
defendant formed a company, of which 
they were both directors. In the latter part 
of December 1949 the defendant said he 
wished to withdraw from the company, 
and there were discussions as to putting 
the company into liquidation, and, later, 
whether the defendant should take over the 
plaintiff’s shares. Finally, it was decided 
that the plaintiff should buy the defen- 
dant’s shares; a memorandum to that 
effect, dated 11 March 1950, was prepared 
by the defendant and assented to by the 
plaintiff on 12 April 1950; and a formal 
agreement dated 2 May embodying the 
terms of the earlier memorandum was 
executed. 


Between 17 January 1950 and the end 
of February 1950 the defendant applied 
for and obtained a grant to himself of an 
import licence for the importation of 
French ribbons and laces to the value of 
£3200, and this was granted on 9 March 
1950. Previously, an application by the 
company for an import licence for such 
goods to the value of £2000 had been re- 
fused. 


Two questions then arose: (1) whether 
the preference shareholders were entitled 
to any arrears of dividend; (2) whether 
they were entitled to share in the surplus 
assets. 

Held (Roper, C.J. in Eq. (N.S.W.)): 
(1) There were no provisions anywhere 
entitling the preference shareholders to 
any further dividends, and, in any case, 
the surplus on realization of assets was not 
profit available for dividend either in the 
ordinary course or under the articles. 

(2) The preference shareholders were 
shareholders in the company just as much 
as the ordinary shareholders and since the 
memorandum and articles threw no light 
upon the question, were entitled to share in 
the distribution of the surplus pro rata 
with the ordinary shareholders. (Re 


Sheffield Manufacturing and Plating Co. 
Ltd. (1951), 52 S.R. (N.S.W.) 34.) 


IONSHIP OF DIRECTOR CONTINUES 
LATED LIQUIDATION 


An agreement as to which of the direc- 
tors was to have the benefit of the import 
licences current for the year ending 31 
December 1950 was included in the agree- 
ment executed by the parties on 2 May 
1950, but it did not refer to or include the 
import licence obtained by the defendant, 
and the other director was not aware of it. 
In evidence, the defendant said that, as 
from late January or early February, he 
did not consider himself under any obliga- 
tion to subordinate his interests to those 
of the company, as a termination of the 
association between the directors was in 
contemplation, though the manner in 
which it was to be carried out had not been 
finally agreed upon. 

In an action by the company claiming a 
declaration that the import licence ob- 
tained by the defendant was held by him 
as trustee for the company, and an order 
for an account as to the profits which had 
resulted to the defendant from the use of 
the licenee, and thereafter judgment in 
favour of the company for such amount 
as might be proper— 


(Continued on page 405) 





November, 1952 


Legal Section—continued 

Held (Supreme Court, N.Z., per 
Gresson, J.): (1) That, when the defen- 
dant applied for and obtained the import 
licence, he was still a director of the com- 
pany; and, whether or not the company 
was subsequently to go into liquidation or 
there was to be a sale from one director to 
the other, his obligations as a director con- 
tinued, and he was not free to obtain for 
his own benefit concessions which it was in 
the interests of the company to obtain. 
(2) That the defendant’s liability did not 
depend on a breach of duty so much as 
upon the proposition that a director must 
not make a profit out of a property ac- 
quired by reason of his relationship to the 
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company of which he is a director; and 
that liability was unaffected by the fact 
that he could not have acquired the pro- 
perty for the company itself. (3) That the 
obtaining by the defendant of the licence 
for the importation of French ribbons and 
laces was inconsistent with a proper observ- 
ance of good faith, and was a breach of his 
obligations; and that he was a trustee of 
the licence for the company. 

A declaration was made accordingly, to- 
gether with an order for accounts to be 
taken of the profits received by the defen- 
dant from sales made possible by the im- 
port licence granted to him personally. 

(G. EB. Smith Ltd. v. Smith; Smith v. 
Solnick, [1952] N.Z.L.R. 470.) 


NEGLIGENCE—COMPANY CLEANING CHANDELIER—EXTENT OF 
LIABILITY FOR DAMAGE 


In the course of its being cleaned by a 
cleaning company under contract with the 
owner, a chandelier fell from the ceiling 
of a room in the owner’s flat. In an action 
for damages for negligence brought in the 
High Court against the cleaning company, 
the Court held that the company had 
failed to exercise sufficient care in the 
cleaning and gave judgment for the owner 
for £90. 


In an action to recover costs, Barry, J., 
pointed out that persons exercising ‘‘pub- 
lie callings’’ and others who enter into cer- 
tain special relationships may, apart from 
contract, have certain positive duties im- 
posed on them which the law does not im- 
pose in the case of other professions or 


trades. A stockbroker, for example, would 
be liable in damages if he negligently 
burned some valuable document belonging 
to a client. Here the defendants were under 
an obligation, independent of any contract, 
not to damage the plaintiff’s property as a 
result of their negligence—in other words, 
they were bound to take reasonable care to 
keep it safe. This they had failed to do 
and the plaintiff would have been equally 
entitled to recover whether the work had 
been carried out gratuitously or for reward 
or even if the defendants had been em- 
ployed by a third party under which the 
plaintiff had no right to sue. 


(Jackson v. Mayfair Window Cleaning 
Co. Ltd. & Anor., [1952] 1 All E.R. 215.) 


CONTRACTS—WRITTEN CONTRACT FOR SALE OF LAND RESCINDED 
AND REPLACED BY SUBSEQUENT ORAL AGREEMENT—WHETHER 
ENFORCEABLE 


A vendor under a written contract of 
sale of land, by notice validly rescinded 
the same, the deposit paid being thereby 
forfeited. Later, by a concluded oral agree- 
ment, the parties agreed to proceed with 
the sale, but the vendor subsequently re- 
fused to carry out such agreement and the 
purchaser sued for specific performance 
thereof. 

Held (Supreme Court of Victoria, per 
Smith, J.): (1) The oral agreement con- 
stituted a new contract for the sale of land 


and thus fell within the class of agreements 
referred to in sec. 128 of the Instruments 
Act 1928 (Vic.); (2) the original written 
contract, since it contained terms different 
from the subsequent oral agreement, was 
not a sufficient writing to satisfy the re- 
quirements of the section in relation to 
such oral agreement, and there being no 
such part-performance as would take the 
oral agreement out of the section, it was 
unenforceable against the defendant; 
O’Young v. Walter Reid & Co. Ltd. 
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Legal Section—continued Semble, the deposit paid under the orig. 
istinguished ; inal agreement was not recoverable by the 

(1982), 47 C.L.R. 497, distin ed; (3) purchaser under s. 49 (2) of the Property 

the oral agreement did not act as a waiver Jaw Act 1928 (Vie.). 

or variation of the notice of rescission. (Stone v. Nilsen, [1951] V.L.R. 389.) 


BANKRUPTCY: WHETHER COMPULSORY STATEMENTS ADMISSIBLE IN 
EVIDENCE ON TRIAL OF BANKRUPT—UNDISCHARGED BANKRUPT 
OBTAINING CREDIT—WHEN OFFENCE CONSTITUTED 


Where the law has provided that a per-_ sible in evidence against the accused at his 
son must answer certain questions, not- trial. 
withstanding that he might thereby in- Section 211 (a) of the Commonwealth 
criminate himself, his answers may be used Bankruptcy Act provides that ‘‘where an 
against him on his trial; but where the law undischarged bankrupt... obtains credit” 
has left open the objection as to incrimina- exceeding £20 ‘‘from any person without 
tion and the accused answers after an im- informing him that he is an undischarged 
proper disallowance of an objection pro- bankrupt...he shall be guilty of an 
perly taken, the answers are not admiss- offence.’’ 
ible. The Court at the trial at which the Held: (i) The offence is committed 
answers are tendered will not enquire whether or not the credit is obtained asa 
whether the accused might have objected if result of such non-disclosure; (ii) where 
he had known the law. credit is obtained by means of a loan not 

An accused charged with offences under immediately payable, that amounts to the 
the Commonwealth Bankruptcy Act had obtaining of credit within the meaning of 
made oral and written statements to an the section even though security be given 
officer on the staff of the Official Receiver without which the creditor would not have 
pursuant to a duty so to do which the Act extended credit; (iii) the onus is upon the 
imposed on him. prosecution of proving the non-communi- 

Held (Supreme Court of Victoria, per cation referred to in the section. 
Sholl, J.): Such statements were admis- (R. v. Owen, [1951] V.L.R. 393.) 


WILLS—GIFT “FOR ALL MY SAID CHILDREN OTHER THAN MY SAID 
DAUGHTER” — WHETHER CHILDREN PREDECEASING DAUGHTER 
ENTITLED TO SHARE 


Testator made a gift of a fund to his His Honour stated that the deceased 
daughter and provided that after her death children were quite clearly covered by the 
the fund should pass to her children with words ‘‘disposition of my said children 
a contingent gift over ‘‘for all my said other than my said daughter’’ and it was 
children other than my said daughter.’’ quite plain that words such as these in 4 
The contingency having occurred— disposition of this character must be giveD 

Held (Supreme Court of Victoria, per their full and ordinary meaning unless 
O’Bryan, J.): That the estates of two of there was something in the context of the 
the testator’s children who had predeceased will to warrant a different meaning being 
the daughter were entitled to share in the given to the words. 
gift ‘‘for all my said children other than 
my said daughter.’’ (In re Kiddle, [1951] V.L.R. 415.) 
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SALE OF LAND: RESTRICTIVE COVENANT AGAINST COMPETITION — 


WHETHER ENFORCEABLE BY ASSIGNEE OF VENDOR 


AGAINST 


ASSIGNEE OF PURCHASER 


B.M. carried on business as an iron- 
monger in freehold premises. She also 
owned other premises opposite, portion of 
which were let to tenants carrying on a 
grocery business. B.M. sold the second 
premises to the grocers and took a restric- 
tive covenant that ‘‘the purchasers and 
the persons deriving title under them’”’ 
would not at any time carry on business as 
ironmongers. By a series of transactions 
the defendant company became the owner 
of these premises and commenced to deal 
in ironmongery. The plaintiff society, 
which had acquired the first-mentioned 
premises, claimed the benefit of the re- 
strictive covenant and sought an injunc- 
tion to prevent the carrying on of the iron- 
mongery business. The defence was that 
the covenant only bound the original 
parties. 

Held (Upjohn, J., in the Chancery 
Division) : (1) In order to annex the bene- 
fit of a restrictive covenant to land so that 
it runs with the land without express 
assignment on a subsequent assignment of 
the land, the land for the benefit of which 
it is taken, ie. the dominant tenement, 
must be clearly identified in the convey- 
ance containing the covenant. Here there 


was no such identification in the original 
conveyance and therefore the benefit of the 
covenant could not have passed without 
express mention. 

(2) The benefit of the restrictive coven- 
ant formed part of B.M.’s personal estate 
upon her death, passed by operation of law 
to her beneficiary, and through assignment 
by him to the plaintiff. 

(3) Contrary to the defendant’s claim, 
B.M. had annexed the benefit of the re- 
strictive covenant to the first-mentioned 
premises and was thereby enabled to sell 
those premises to better advantage if she 
wished. 


(4) Although the dominant tenement 
was not identified in the original convey- 
ance of the servient tenement, this did not 
prevent the benefit of the covenant from 
being assigned, as the defendant con- 
tended, but the Court was entitled to look 
at the surrounding circumstances which 
identified the land benefited with cer- 
tainty. 

The plaintiff was therefore granted the 
injunction sought. (Newton Abbott & Co- 
operative Society Ltd. v. Williamson and 
Treadgold Ltd., [1952] 1 All E.R. 279.) 
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APPROACH TO AUDITING 


By 


R. A. IrIsH, F.1.0.A. 


Being a lecture delwered to the Commonwealth Institute Students’ Society (N.S.W. 
division ) 


As I gather most of you are examination 
candidates, I intend to tackle this lecture 
on the idea of ‘‘An Approach to Auditing 
Examinations’’. I think that is more 
directly in line with what you would like 
to have. 

Some of you will know that for many 
years I have been an apostle of the doctrine 
that auditing is not just a mere mechanical 
routine. It is no good having only the 
imitative qualities of a parrot, or the 
memory of a quiz kid, if you are going to 
study auditing or to pass an auditing ex- 
amination. You need to have a little more 
than that. I can quite understand how the 
textbooks may lull the average student into 
the idea that all he has to do is to memorise 
all sorts of procedures, so that when he 
gets to the examination he will be asked 
one of them, and so long as he picks the 
right number out of the slot, he will get 
through. I am afraid that, from my own 
point of view, any candidate who merely 
had that attribute would never pass, and 
so I hope tonight to give you a slightly 
different slant on the subject, perhaps a 
slightly different approach to it, which may 
help you to sueceed when the time comes. 

Firstly, I would say that it is rather use- 
less to attempt the study of auditing unless 
you have a clear understanding of accounts. 
Anyone who attempts auditing without 
understanding accounts is just looking for 
trouble. I would go further, at least so 
far as final candidates are concerned, and 
say that you must in addition, at that stage, 
have a good knowledge of company law, 
commercial law and some idea of common 
business practice, if it is only the way in 


which commercial firms receive and pay . 


money, make sales, ete. But above all things 


there is one quality I rate in auditing as 
being utterly essential, and that is what I 
have referred to many times as analytical 
ability. Unless you have developed and 
constantly nurtured the faculty of analysis, 
then I say not only will you never be a 
successful auditor, but you will never bea 
successful accountant. You will be a mere 
mechanic or bookkeeper, and that will be 
as far as you will get, and indeed you will 
be very lucky if you qualify at all. 

The analytical state of mind consists 
largely in wanting to know why something 
is done instead of merely how it is done, and 
that is the first thought I want to get over 
to you on this question of an approach to 
auditing—that you must at all times satisfy 
your own mind as to why something is done, 
rather than merely memorise how it is done. 
I could perhaps describe it as like the chap 
who sees a motor car, wants to lift the 
bonnet straight away and see what makes it 
tick, as against the fellow who is quite 
happy to sit in the driving seat and “‘let 
her go’’. You must be one of those who 
wants to get under the bonnet and see what 
happens, and therefore I suggest to you 
that in your studies, when you are learning 
the routines (and I know you have to learn 
them), at least go a little further and say 
to yourself, ‘‘Why do they do that?’— 
‘“What is the advantage of that ?’’—‘‘ What 
is the purpose of it?’’ If you do so, then 
I think you will find that auditing will 
take on a new meaning to you, that you 
will understand it better, and when you 
come to examinations, your knowledge will 
be ever so much sounder. 

Now to take this analytical question 4 
little bit further, I want you to appreciate 
the difference between the accountant and 
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the auditor. You know what the accoun- 
tant does. As the transactions happen he 
constructs the entries for them. He takes 
the various documents and makes entries in 
the books. More or less simultaneously with 
the happening of a particular transaction, 
he constructs an entry. His task is essen- 
tially a constructive one. When the auditor 
comes on the scenv, all that work has been 
done. The entries are in the books, the 
documents are supposedly filed, and he 
starts from that state of affairs, and he is 
expected to satisfy himself, to form an 
honest opinion if you like, that what is in 
the books fairly and truly states the whole 
position. So you see that his process must 
necessarily be one of analysis. He has to 
take the entries that are there already and 
he has to track them back and prove to 
himself that what is there is substantially 
true and correct. 

In examinations, the examiner does not 
expect you to be a practising accountant. 
He does not expect you to have wisdom and 
experience that you could not possibly have 
acquired. If you have it, of course, so 
much the better, but he does expect you to 


indicate some glimmerings of knowledge 
and some idea of an understanding of your 
subject, some ability to make wise judg- 


ments under given conditions, and an 
ability to express yourself well. And so I 
say that to pass your auditing examina- 
tions, firstly you must have developed to a 
high degree the faculty of analysing things, 
secondly, you must have the knowledge and 
the understanding which goes with know- 
ledge, you must have the ability to make a 
wise judgment under given conditions, you 
must have the maturity that is necessary for 
that, and you must have the ability to 
express yourself well. It sounds a very 
formidable list, but in reality it isn’t. It 
is largely a matter of mental discipline and 
training, and I feel sure that every one of 
you here is quite capable of doing it. 

_ Let us examine this question of knowledge 
in relation to the subject of auditing. I 
think you must start with an appreciation 
of what an auditor’s duties and responsi- 
bilities really are. They have been well 
settled in law. So far as the accounts are 
concerned, the auditor is not an insurer. 
He does not guaramtee that everything is 
100 per cent correct, and no court would 
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hold him liable if they were proved not to 
be 100 per cent correct, in the ordinary 
way. It has also been held that he is not an 
adviser. It is not for him to criticise or 
comment about the prudence or imprudence 
of any particular transaction, as to whether 
the business is run well or run badly. None 
of those things is he worried about. What 
his duty is primarily is to form an honest 
opinion, exercising the normal professional 
standards of skill, as to the correctness of 
the accounts that are placed before the 
shareholders or members of the particular 
body. In forming that honest opinion, I 
particularly repeat that he must exercise 
the aecepted professional standards of skill. 

Many people seem to regard the pro- 
fessional standards of skill as merely re- 
quiring performance of certain routines. I 
want you to bear in mind that skill involves 
something more than a mere mechanical 
operation. You would never call a man a 
skilled worker who just puts his foot on 
a pedal which causes something else to hap- 
pen, and so you must as auditor be exercis- 
ing your mental judgment and intelligence 
on each transaction, in the process of 
forming what I describe as an honest 
opinion. 

It has been held, too, and this makes the 
duty rather serious, that if the auditor fails 
to carry out his duties with the proper 
standards of skill, or if he is negligent in 
carrying out his duties (and there is a 
slight distinction between the two) then he 
may be personally liable in damages for 
any loss attributable to his default. So that 
means that he must be pretty careful. He 
must, of course, keep a weather eye out for 
the possibility of fraud. He has certainly 
to watch for the possibility of error. and 
especially errors of principle, which might 
result in dividends being paid out of 
capital, and if through his neglect or 
default there are losses suffered by his 
client, then, as auditor, he is personally 
liable for the damage, and at times that has 
proved to be a very substantial amount of 
money. It all goes to show that the auditor’s 
standard of skill and his standard of 
honesty in forming his opinions must be 
very high indeed, and you as potential 
accountants must realise that the examiner 
is entitled to expect of you pretty much 
that standard, because when you have 
passed your examinations you are just as 
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entitled to put your name on the door as I 
am, and there is a duty on the part of the 
Institutes not to let untrained people loose 
on the public. So I emphasise the point 
that in the matter of knowledge you must 
understand the auditor’s duties and res- 
ponsibilities. 

The next point I want to bring out is 
again directed at this idea of mine of 
attacking the thought that auditing is just 
a matter of a lot of routine, people ticking 
books, ete. I want to emphasise that when 
you are conducting an audit you don’t 
merely check what is in the books. I will 
give you a paralic! case from practical 
experience where some years ago I con- 
ducted an investigation. Certain other 
people had been conducting the investiga- 
tion for some time past, and without result. 
They were quite inexperienced in investiga- 
tions, and it was quite understandable that 
they should have achieved no result. The 
reason why they were achieving no result 
was simply this—they were checking every- 
thing that was in the books, and of course 
everything that was in the books was 
utterly correct. The fault in this particular 
case lay in what was not in the books. Now, 
in auditing, you have to satisfy yourself not 
only that what is in the books is correct, but 
also that the transactions which ought to be 
in the books are all there and that again 
may put a different slant on things, because 
there are many cases where in the process 
of auditing you are simply checking some- 
thing that is put before you in the way of a 
document ; you are not by any means satis- 
fying yourself that you have all the docu- 
ments you ought to have. So again I 
emphasise the importance of this analytical 
and intelligent approach to auditing, and 
I will try to illustrate that a little further 
to you. 

Perhaps we might see how this process of 
analysis is applied. First of all, and before 
I get on to any detail, I can perhaps put it 
to you best by referring you to the old type 
of maze puzzle—you know the type of 
thing, where the pig has to get from the 
pig-sty into the cornfield, and you have to 
find the way through the maze. If you 
haven’t discovered it already, there is a 
very simple way to do that sort of puzzle. 
You can do any of them in a matter of 
seconds—start at the cornfield first and 
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work back to the pig-sty, and then you can 
never miss. That is the process of analysis, 
and that is exactly what needs to happen in 
auditing. 

When you get to the year’s end, you as 
auditor are faced with a situation where 
you have annual accounts before you, the 
balance sheet and profit and loss account 
and perhaps trading and other accounts. 
Your position is that you have to form an 
honest opinion as to the validity of those 
accounts. Behind those accounts lies a year 
of effort. Behind them perhaps hundreds, 
or even thousands, of people have gone 
through all the hoops of normal commercial 
business, all the worries of controlling costs 
and trying to get materials and get produc- 
tion up and battling for sales, and so on, 
and all that has been translated into money 
terms as and when something conclusive 
has happened, and it has finally been classi- 
fied and summarised in just a handful of 
items on these final accounts. How are you 
going to prove to yourself that they are 
properly stated, so that you can in all 
honesty sign a report to other people who 
are depending on you to that extent? 

This, I suggest to you, is the way in which 
you must approach it. Take, for instance, 
the figure of sales in the trading account. 
How are you going to satisfy yourself that 
the figure shown there is a true and proper 
figure? It is obvious now that you have to 
analyse the situation. You have to check 
back. The sales figure comes out of your 
private ledger. It passed into the private 
ledger from the sales journal. The sales 
journal itself was in turn derived from 
sales invoices. The sales invoices in turn 
sprang from, perhaps, delivery tickets. 
Delivery tickets originated as a result of 
orders which were made out. Those orders 
in turn may have passed into stock records. 
So if you analyse that item back you can 
see that you have various sets of documents 
back along the line which can assist you 
to prove to yourself that that figure is 4 
valid and proper figure. 

When you start to think of your parti- 
cular problem overall in that way you will 
find that when you come to your audit 
routine you say to yourself it is not good 
enough if I merely check sales invoices to 
the sales journal, because that is starting 
the race halfway round the track. What 
you obviously have to do is to give some 
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consideration to the system of internal 
eheck which that company has back along 
the line—how does it control its orders and 
deliveries and store records and so on? 
You have to satisfy yourself that that 
system is adequate. You have to satisfy 
yourself that it is not merely an adequate 
system but also that it is being carried out 
as prescribed. Often you will find there is 
a good system, except that nobody is carry- 
ing it out. I do urge on you the importance 
of realising that you must always test the 
operation of the internal check system, 
apart from satisfying yourself that the 
system itself is good. 

Whenever you are asked how you would 
verify the item ‘‘Sales’’ appearing in your 
trading account, I suggest to you that you 
start checking right back to where the 
transaction started, then say to yourself, 
“T must put a test on this part of it and see 
whether there is a suitable internal system 
or not on it. 1 must check this to make 
sure it is ecorrect.’’ Then, of course, you 
must ultimately check your entry to your 
private ledger and through to your trading 
account. That is rather the mental attitude 
of analysis which I want to bring before 
you. 

I could perhaps give you the same idea 
in relation to debtors. This item appears 
in the balance sheet. How are you going 
to prove to yourself that that is satisfac- 
tory? By the normal process of audit you 
have satisfied yourself as to the validity of 
sales, and you know that those are posted 
into the debtors’ accounts. You have in the 
process of audit satisfied yourself as to the 
cash transactions. You have satisfied your- 
self as to necessary credits. You have gone 
through the mechanics of taking out the 
list of balances and seeing it was in agree- 
ment with the control account. All that 
proves is that what is in the books is more 
or less arithmetically correct, but you go 
a stage further in your process of proof, 
and you say, ‘‘ What is in the books might 
be correct, but what is to say that they 
haven’t put down an amount of £1,000 as 
owing which isn’t in fact owing?’’ And so 
you think to yourself, ‘‘ How can I get some 
check on that which will help to prove to 
me what the position is?’’ Therefore you 
go through the process of circularising 
debtors, and you may adopt one of two 
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forms. You either ask them to tell you if 
there is something wrong, or you ask them 
to confirm in writing what the balance is, 
and out of that, from time to time, you do 
at least uncover. some errors and on rare 
occasions some fraud—but not always, as 
in one case I know personally where a 
traveller had been committing fraud. It 
was known that he had been committing 
fraud. All his customers were circularised, 
and a couple of them, apart from giving no 
answer to the query as to whether their 
accounts were correct, did in fact pay them 
again, so you can’t always rely on it, but 
as auditor you have done all you possibly 
can. 

There are many candidates who go into 
examinations with a knowledge of routine 
procedure but without an understanding 
of it—again, I am getting to this ‘‘why’’ 
of things rather than the ‘‘how’”’ of things. 

Let us take one or two matters :—Why 
do you go through the routine known as 
testing deposits? I presume you know what 
I mean by that. I am referring particu- 
larly to the check of duplicate cash receipts 
or cash book entries against the particulars 
of cheques and cash paid in on the duplicate 
bank deposit slips. There is a very old and 
quite common form of fraud whereby you 
in effect rob Peter to pay Paul. It amounts 
to this, that if, as cashier, I get a cheque 
for £50 from a particular person today and 
I also get some cash sales of say £100, I 
don’t make any receipt out for the cheque 
for £50. I take £50 out in cash and I bank 
£100 as say cash sales, including that £50 
cheque. Tomorrow I may have some more 
cash sales and somebody else’s cheque for 
say £75, so on this occasion I make out the 
receipt for the cheque of £50 from the day 
before and I take another £25 out of the 
cash sales to keep myself going till to- 
morrow, so that I now hold out £75, al- 
though I have banked that cheque. Every 
day you will find that my receipts for the 
day are exactly in accordance with the 
amount banked, but of course you can see 
where the nigger in the woodpile lies. The 
only way to test against that is, of course, 
to take the names and amounts on the 
receipts that are written, take the drawers 
and amounts of cheques as shpwn in the 
deposit slip and compare them. If you find 
there is a cheque there for £50 from some- 
one, and no receipt written out for it, you 
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Students’ Section—continued 
will want to know why, and you will want 
a good explanation if it is said to be the 
cashing of a cheque or something like that. 
If you find it is happening more often than 
might appear reasonable you will probably 
introduce the very wise rule that they don’t 
cash any cheques at all, or if they do, they 
do it only on the approval of some other 
officer. But there is the reason why you 
test these deposits. Now you find that many 
candidates asked a question like that will 
just glibly recite what you do, but they 
haven’t the faintest clue as to why it is 
done. So I emphasise once more (you will 
hate me for saying this by the time I’ve 
finished) you must understand why these 
things are done if you are really going to 
get anywhere with the auditing subject. 
In the same way you will tend to find 
that when students are asked how they 
would check the vouchers for cash payments 
they will tell you all the usual things, that 
you have to look at the name and see that 
it is in agreement with the cash book entry, 
look at the amount and see it is in agree- 
ment, that the amount in words and figures 
agrees and that it is an official receipt. Nine 
times out of ten, they overlook the most 
important part of the operation, which 
shows they don’t understand why they are 
vouching cash payments. Their idea is that 
in vouching cash payments you are merely 
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making sure you have a receipt for 
something that has been paid out. It isa 
little more than that. Not only do you 
want to know that the money has been 
properly disposed of, but as auditor you 
have an even higher duty and that is to 
know why it was disposed of. So the most 
important thing you look at in the vouch- 
ing of cash payments is the nature of the 
transaction evidenced by the documents, 
and having decided what the nature of the 
transaction is, you must see that it is 
properly classified in the books of account. 

I will give you a simple case. You may 
get an account from one of the customs 
agents round the town for freight and 
duty. You look at the statement and it says 
Freight and Duty. It is properly dissected 
as freight and duty, and you say it is right. 
I suggest to you that there are many cases 
where it would be quite an incorrect dissee- 
tion, because it may be freight and duty on 
plant, in which case it is not a revenue 
charge at all, but a capital charge and 
should be treated as such. It is more cor- 
rectly described as Plant (Freight and 
Duty), so that it will be properly dissected 
under the heading of Plant and not Freight 
and Duty. I emphasise that sort of thing 
very much indeed because it is the type of 
thing which examination candidates miss 
time and again, just the most important 
part of the subject. 


(To be concluded) 
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Angus Cancaster 


TOBACCO AND THE POET 


The poets have little to say on the sub- 
ject of tobacco, and generally what they 
say is poor. Alas, there is no reference at 
all to tobacco by Shakespeare, although it 
was well-known in England in his time. 
Its price was high and its use was thus 
confined to the wealthy. At the present 
price of over 2d. a cigarette the wheel has 
turned full circle in England. In Shake- 
speare’s day tobacco was smoked in very 
small pipes— the Elfin Pipes—and the 
smoke was expelled, not from the mouth, 
but by the nostrils. 


It was not meet for the noble Milton to 
devote a line to such a subject, but it is on 
record that almost the sole indulgence in 
his abstemious life was a solitary pipe of 
tobacco after supper. As Augustine Bir- 
rell says, ‘‘It is pleasant to remember that 
one pipe of tobacco. It consecrates your 
own.”’ 


Apart from the singular case of Isaac 
Hawkins Browne, discused in an earlier 
issue of End Pages, most of the poets have 
been hostile to the weed. Fairholt writes: 


Tobacco, an outlandish weed, 

Doth in the land strange wonders breed; 
It taints the breath, the blood it dries, 
It burns the head, it blinds the eyes; 
It dries the lungs, scourgeth the lights; 
It numbs the soul, it dulls the sprites; 
It brings a man into a maze, 

And makes him sit for other’s gaze; 
It mars a man, it mars a purse, 

A lean one fat, a fat one worse; 

A white man black, a black man white ; 
A night a day, a day a night. 

It urns the brain like cat in pan, 

And makes a Jack a gentleman. 


In Fairholt’s dish of tripes one line is 
grossly inaccurate: ‘‘A lean one fat, a fat 
one worse.’’ Tobacco has the opposite 
effect. Smoking atrophies the taste buds 
and causes loss of appetite. One of the 
problems associated with the giving up of 


smoking is the return of appetite and the 
resultant increase in weight. 


Cowper’s complaint has much more 
point than Fairholt’s: 


Permicious weede, whose scent the fair 
annoys, 

Unfriendly to society’s chief joys, 

Thy worst effect is banishing for hours, 

The sex whose presence civilizes ours. 


James I said it in prose. In his ‘‘Coun- 
terblaste to Tobacco,’’ he described its use 
as ‘‘a custom loathsome to the eye, hateful 
to the nose, harmful to the brain, dan- 
gerous to the lungs, and in the black, 
stinking fume thereof nearest resembling 
the horrible Stygian smoke of the pit that 
is bottomless.’’ Other rulers said it in 
action. In Turkey, the pipes of the 
smokers were thrust through their noses; 
in Russia, in the earlier part of the seven- 
teenth century, the noses of smokers were 
eut off. 


Thackeray recounts in Vanity Fair how 
a fortune was lost through a pipe of 
tobacco. Sir Pitt Crawley had a brother, 
Bute the Rector, and a half-sister, Miss 
Crawley. The latter had inherited and 
retained a large fortune. Sir Pitt had two 
sons, Pitt, the Baronet’s heir, and Raw- 
don. It was common knowledge that Miss 
Crawley’s fortune was to be left between 
Parson Bute and young Rawdon. But 
Rawdon killed his chance by marrying 
Becky Sharp. With Rawdon out of the 
way Mrs. Bute and young Pitt put in a 
tremendous run for the whole of Miss 
Crawley’s fortune. At the critical stage 
Mrs. Bute decided to send her son, James, 
to visit the old lady. His cousin and 
fortune-hunting rival, Pitt, was also stay- 
ing with Miss Crawley at the time. The 
wily Pitt started to work on young James 
by plying him with wine at table. The first 
night was not successful as the young man 
was in too much awe of the ladies, but on 
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the second night James overcame his bash- 
fulness, and afterwards entertained Miss 
Crawley and the other ladies with ‘‘some 
choice Oxford stories’’ before retiring to 
bed. 


Let Thackeray finish his dismal story. 
‘‘Onee up in the bed-room, one would 
have thought he could not have made mat- 
ters worse; and yet this unlucky boy did. 
The moon was shining very pleasantly out 
on the sea, and Jim, attracted to the win- 
dow by the romantic appearance of the 
ocean and the heavens, thought he would 
further enjoy them while smoking. No- 
body would smell the tobacco, he thought, 
if he cunningly opened the window, and 
kept his head and pipe in the fresh air. 
This he did: but being in an excited state, 
poor Jim had forgotten that his door was 
open all this time, so that the breeze blow- 
ing inwards and a fine ‘through’ draft 
being established, the clouds of tobacco 
were carried downstairs, and arrived with 
quite undiminished fragrance to Miss 
Crawley and Miss Briggs. That pipe of 
tobacco finished the business: and the 
Bute-Crawleys never knew how many 
thousand pounds it cost them.’’. . . The 
servant rushed ‘‘to James’ apartment, 
calling out ‘Mr. James,’ in a voice stifled 
with alarm, and to ery ‘For Gawd’s sake, 
sir, stop that ’ere pipe, was the work of a 
minute with Mr. Bowls. ‘Oh, Mr. James, 
what ’ave you done!’ he said in a voice of 
deepest pathos, as he threw the implement 
out of the window. ‘What ’ave you done, 
sir! Missis can’t abide ’em.’ ‘Missis 
needn’t smoke,’ said James, with a frantic 
misplaced laugh, and thought the whole 
matter an excellent joke. But his feelings 
were very different in the morning, when 
Crawley has passed an exceedingly dis- 
turbed night, owing to the shocking man- 
ner in which the house has been polluted 
by tobacco; Miss Crawley bids me to say 
she regrets that she is too unwell to see 
you before you go—and above all that she 
ever induced you to remove from the ale- 
house, where she is sure you will be much 
more comfortable during the rest of your 
stay at Brighton.’ And herewith honest 
James’ career as a candidate for his 
Aunt’s favour ended.’’ 
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While Cowper complains of the smell of 
tobacco, Charles Lamb is distressed by the 
fog: 

Thou in such a cloud dost bind us, 

That our worst foes cannot find us, 

And ill fortune, that would thwart us, 

Shoots at rovers, shooting at us; 

While each man, through thy height’n- 
ing steam, 

Does like a smoking Etna seem. 

In a letter to his sisters, Hannah and 
Margaret, dated 23rd July, 1832, and ad- 
dressed from the ‘‘House of Commons 
Smoking Room,’’ Macaulay began, ‘‘My 
dear Sisters, I am writing here, at eleven 
at night, in this filthiest of all filthy atmos. 
pheres, and in the vilest of all vile com- 
pany; with the smell of tobaeco in my 
nostrils, and the ugly, hypocritical face of 
Lieutenant before my eyes. There he 
sits writing opposite to me. To whom, for 
a ducat? To some secretary of an Hiber- 
nian Bible Society, or to some old woman 
who gives cheap tracts, instead of blankets, 
to the starving peasantry of Connemara; 
or to some good Protestant Lord who 
bullies his Popish tenants. Reject not my 
letter, though it is redolent of cigars and 
genuine pigtail; for this is the room— 
The room—but I think I’ll describe it in 

rhyme, 
That smells of tobacco and chloride of lime. 
The smell of tobacco was always the same: 
But the chloride was brought since the 
cholera came.’’ 

A week later Macaulay again wrote to 
his sisters, this time from the library of 
the House of Commons: ‘‘ We are in a far 
better atmosphere than in the smoking 
room, when I wrote to you last week; and 
the company is more decent, inasmuch as 
that naval officer, whom Nancy blames me 
for describing in just terms, is not present. 
By the bye, you know doubtless the lines 
which are in the mouth of every member 
of Parliament, depicting the comparative 
merits of the two rooms. They are, | 
think, very happy. 

If thou goest into the smoking-room 

Three plagues will thee befall— 

The chloride of lime, the tobacco smoke, 

And the Captain who’s worst of all— 

The canting Sea-captain, 
The prating Sea-captain, 
The Captain who’s worst of all. 
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If thou goest into the library 

Three good things will thee befall— 

Very good books, and very good air, 

And M.c..l.y, who’s best of all— 

The virtuous M.c..l.y, 
The prudent M.c..l.y, 

M.c..l.y, who’s best of all.’’ 

It is a pleasure to turn from these 
classic critics to a true lover of the weed. 
Don Blanding makes this a part of his 
dream home: 
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I’ll have a bench on a bor inlaid 

With dragon-plaques of milk-white jade 

To hold my own particular brand 

Of cigarettes bought from the Pharaoh’s 
land, 

With a cloisonne bowl on a lizard’s skin 

To flick my cigarette ashes in, 

And a squat blue jar for a certain blend 

Of pipe tobacco. I’ll have to send 

To a quaint old chap I chanced to meet 

In his fusty shop on a London street. 


THE BIBLE IS FULL OF QUOTATIONS 


The Bible has enriched the English 
language with many homely and apt say- 
ings. I have spent a pleasant evening 
choosing a few of these at random. 


A law unto themselves (Romans ii : 14) 


St. Paul is explaining to the Romans 
that the hearers of the law are not just 
before God; it is the doer of the law who 
shall be justified ‘‘for when the Gentiles, 
which have not the law, do by nature the 


things contained in the law, these, having 
not the law, are a law unto themselves.’’ 


The right hand of fellowship (Galatians 
ii : 9) 
The ‘‘pillars’’ of the Church, James, 
Peter, and John, gave to Paul and Barna- 
bas ‘‘the right hands of fellowship.’’ 


A thorn in the flesh (2 Corinthians xii : 7) 


St. Paul said that lest he should be ex- 
alted above measure through the abun- 
dance of the revelations ‘‘there was given 
to me a thorn in the flesh.’’ In his epistle 
to the Galatians (iv :13), St. Paul again 
refers to his ‘‘infirmity of the flesh.’’ 


The letter and the spirit (2 Corinthians 
iii : 6) 

God, ‘‘who also hath made us able minis- 
ters of the new testament; not of the letter, 
but of the spirit; for the letter killeth, but 
the spirit giveth life.’’ 


The cheerful giver (2 Corinthians ix : 7) 

St. Paul exhorts ‘‘every man according 
as he purposeth in his heart, so let him 
give; not grudgingly, or of necessity; for 
God loveth a cheerful giver.”’ 


Brought up at the feet of Gamaliel (Acts 
xxii : 3) 


In recounting the story of his conver- 
sion, St. Paul began by saying that he was 
a Jew, born in Tarsus, ‘‘a citizen of no 
mean city,’’ yet ‘‘brought up in this city 
[Jerusalem] at the feet of Gamaliel, and 
taught according to the perfect manner of 
the law of the fathers.’’ 


Some years ago, a leader of the Bar 
(now one of our Justices) was in England 
engaged in a case before the Privy Council. 
He had occasion to require information on 
certain English legislation and, knowing 
that I had studied this legislation, he wrote 
to me. I was naturally overwhelmed, and 
in my reply asked him to imagine the fee!- 
ings of Paul if he had received such a 
letter from Gamaliel. My friend kindly re- 
plied that I could console myself with the 
thought that Paul was better known to his- 
tory than Gamaliel! 


It is more blessed to give than to receive 
(Acts xx : 35) 


In his charge to the elders of Ephesus, 
St. Paul bid them remember the words of 
the Lord Jesus, how he said ‘‘It is more 
blessed to give than to receive.’’ 


Can the leopard change his spots? 
(Jeremiah xiii : 23) 


The prophet asks: ‘‘Can the Ethiopian 
change his skin, or the leopard his spots?’’ 
Things have come to such a pass that the 
question might now be revised: ‘‘Can the 
tiger change his stripes?’’ 
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End Pages—continued But from the depths hope calls (ch) 
8) xix : 25): ‘‘For I know that my redeemer 
liveth, and that he shall stand at the latter 

day upon the earth.”’ 3 


Merchant princes (Isaiah xxiii : 
The expression comes from Isaiah, who 
refers to Tyre as ‘‘the crowning city, 


whose merchants are princes, whose ; \ 
traffickers are the honourable of the Set thine house in order 


earth. ‘*In those days was Hezekiah sick unto 
The skin of my teeth death. And Isaiah the prophet the son off 

Job in his misery cries (ch. xix :20): Amoz came unto him, and said unto him 
‘‘My bone cleaveth to my skin and to my Thus saith the Lord, Set thine house ig} 
flesh, and I am escaped with the skin of order: for thou shalt die, and not live."”% 
my teeth.’’ (Isaiah xxxviii : 1.) 


THE “ISE” HAVE IT 


Sir Ernest Gowers, in ABC of Plain Writing this note calls to mind the pro 
Words, draws attention to the conflict be- nunciation of the Italian ‘‘z.’’ In that 
tween authorities on the question whether language ‘‘z’’ is not sounded as in Engi 
verbs such as ‘‘organise’’ and nouns such ie. as a bussing instead of a hissing ‘ 
as re. should be spelt with an In Italian it is sounded either as tts”? or 
‘*s’? or a ‘‘z.’’ The O.E.D. favours univer- ‘‘ds.’’ The word ‘‘mezzo,’’ pronounced) 
sal ‘*ize.”’ “The authors of the ABC of ““medso, ”’ means, among other thing ; 
English Usage, and most English printers, ‘‘middle, half, moderate,’’ so that whem 
favour universal ‘‘ise.’’ Sir Ernest comes you speak to a woman singer and refer #@ 
down on the side of ‘‘ise.’’ He draws at- her as a ‘‘mezzo-soprano,’’ for goodness 
tention to the fact that some words such sake pronounce the word ‘‘med 
as ‘‘advertise,’’ ‘‘compromise,’’ ‘‘despise’’ soprano.’’ The need for caution 
are never spelt with a ‘‘z.’’ from the fact that there is another Italial 

For my own part, the question is now word which is spelt ‘‘mezzo,’’ but is pro 
settled. Henceforth I shall try—as Tony nounced ‘‘metso.’’ This word means ‘‘ovem 
Weller would say—to spell it with an ‘‘s,’’ ripe, withered, musty.’’ The lady probably 
and recommend this course to my twenty- knows Italian, and may take umbrage & 
four readers. the wrong word is used. } 


HAVE NO CONNEXION WITH CONNECTION 


Sir Ernest Gowers, in A.B.C. of Plain Sir Ernest goes on to say that ‘‘in thm 
Words, says: ‘‘Though ‘connection’ is com- econnexion”’ is one of the commonest fort 
mon, ‘connexion’ is the correct spelling.”’ of ‘‘padding’’ in official writing. I ¢ 
This verdict is confirmed by H. W. Fowler assure the gallant author that the mark 
in his Dictionary of Modern English pjace also carries a heavy stock of th 
Usage. For my own part I invariably use phrase. Of the examples cited by him the 


the ‘‘-xion’’ form for another reason. As 
it is hard for me now to get any payable ~ ®: ax : ae 
bookkeeping work, I keep the bandicoot ‘!he Minister’s views in general in thm 
from the door by writing dull, incompetent connexion and the nature and scope of 
annotations of certain Commonwealth information which he felt would assist hil 
Acts. It is a house rule of the Common- in this connexion was [sic] indicated ati 
wealth Government Printer to print the meeting...’’ b. 
Acts with an ‘‘x’’ and I must perforce } 
follow his Lordship, the Printer, in my In both places the phrase is do 
annotations. nothing; it is of neither use nor ornameél 


following is a double-barrelled beauty 











